LIABILITY OF ACCOUNTANTS FOR 
NEGLIGENCE — 


By S. R. BROWN, LLB., F.AS.A. 


EGLIGENCE is a term which has 

been used in a number of dif- 

| ferent senses and three meanings may 
be separated: 


1. Negligence as a state of mind is 
the opposite of intention. There 
is the deliberate and the negligent. 
“A particular result, say, X, may 
be brought about in two ways. It 
may be produced by an act which 
is intentional, i.e. the doer has it 
in mind to achieve X; or it may 
be produced not with the desire 
of achieving X, yet with X result- 
ing. 

. In the second sense negligence is 
used to mean careless conduct 
without reference to any duty to 

. take care. 


. Negligence in the third sense 
means the breach of a legal duty 
to take care. This breach will be 

_ actionable if damage results. Of 
course, negligence in this sense 
may be brought about by negli- 
gence in the second sense referred 
to above, that is, by careless con- 
duct, and it will be found that any 
discussion of the liability in law 
for negligence will be clarified if 
one keeps in mind the following 
ingredients which must apply be- 
fore such liability arises: 

(a) It must be shown that the de- 
fendant owed to the plaintiff 
a duty of care; 

(b) There must be a breach or 
failure of such duty (that is, 
negligence in the _ second 
sense) ; and 

(c) Damage must be suffered by 
the plaintiff as a result of 
such breach or failure. 
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Does a Duty Exist? 


It is clear that before an accountant 
can be considered liable in negligence it 
must be shown that he had a duty in 
the matter in question. The most pro- 
fitable beginning is to consider first: 

—does a duty exist? 


— if so, what is it? 


Now, a legal duty may not exist in a 
particular case because— 


(a) there is not such a relation- 
ship between the parties as 
the law requires for the crea- 
tion of a duty situation; or 


the facts show that in the 
situation in question the plain- 
tiff cannot expect the defend- 
ant (on the grounds of “rea- 
sonableness”) to do or refrain 
from doing the things which 
he (the plaintiff) alleges ought 
to have been done or not done. 


The use of the term, legal duty, 
suggests that there may be a differ- 
ence between two duties in that one is 
legal and the other is not. This is so. 
Although we confine ourselves for the 
present to situations in which the 
parties are connected by contract, thus 
ensuring that the duties which may 
arise therefrom are capable of being 
held to be legal duties, we shall later 
consider the most important matters of 
whether a legal duty can or ought to 
be raised in situations wherein the 
parties are not so related. 


There are many illustrations of 
where no duty exists although the un- 
informed may think one does. For 
instance, if a company made an invest- 
ment of a doubtful character and lost 
through it, the auditor (as auditor) 
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LIABILITY OF ACCOUNTANTS — Continued 


could not be held responsible in law, for 
it is well recognised that an auditor has 
no duty of care to see that the directors 
conduct the affairs of the company in a 
prudent manner. He may have a duty 
to see that the accounts reflect the way 
the directors do conduct the business, 
in so far as such reflection is possible 
upon the exercise of reasonable skill. 
But that is another matter altogether. 


The following proposition is put— 


The duty of care owed by an 
accountant is to use reasonable skill 
in the execution of the task he has 
undertaken. 


Now, this duty to use reasonable 
skill is general in character. In a 
particular case it will break up into a 
number of things which ought to be 
done in order that it can be said that 
the general duty has been performed. 
For example, in the case of an ordinary 
company audit, the general duty of an 
auditor to use reasonable skill in the 
conduct of his audit will involve the 
performance of a number of duties. If 
the company has suffered loss through 
hitherto undetected frauds carried out 
in a certain section of the business, it 
will be important to consider whether 
an auditor who used reasonable skill 
had any duty in respect of the work in 
that section. If he had, then the test 
of reasonable skill will have to be used 
again to determine whether he per- 
formed what duty it was found he did 
have. 


For example, if the fraud had 
taken place in the cash sale section 
then the preliminary point which arises 
is, what is the duty of an auditor in 
this matter? If, by the test of reason- 
able skill it is found that a partial 
check should have been made, then the 
same sort of test will be used to de- 
termine whether the auditor conducted 
his test checking in a way which ope- 
rated as a discharge of that duty. The 
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facts may show, for instance, that he 
did not follow up discrepancies which 
were revealed in the test check which 
was made, and that if a follow up had 
been made then the fraud would have 
been revealed. There is a circularity 
here, however. The discovery of dis- 
crepancies would probably alter the 
character of the original duty from a 
test check to one of a complete check, 
or a special report. 


It is thus often difficult to separate 
the two questions— 


(a) what is the duty and 


(b) was it performed with reason- 
able skill? 


Reasonable Skill. 


In determining whether A has been 
negligent the Courts attempt to view 
the situation objectively from the 
standpoint of the reasonable man. They 
place the hypothetical reasonable man 
in the position of A and determine 
whether he would have acted as A 
did. Since an accountant holds out 
that he has some special skill, he will 
be held to the standard of care to be 
expected of an expert. An _ expert, 
exercising a reasonable standard of 
care, is placed in A’s position and 
the Court asks itself whether he would 
have acted as A did. 


Clearly, the crucial question is — 
What standard of care should an expert 


have exercised in the situation in 
question? This has been answered 
many times in language similar to that 
used by Lindley, L. J.: “What is rea 
sonable care in any particular case 
must depend upon the circumstances of 
that case” (In re London and General 
Bank (No. 2) 1895 2 Ch./66). Greater 
care than usual is required where 
suspicion is aroused; and so on. 
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LIABILITY OF ACCOUNTANTS — Continued 


Now, it is one thing for a particular 
standard of care to be worked out in 
courts, but another for a practitioner 
to work it out for himself. The Court 
will be assisted by expert evidence; 
evidence produced by accountants 
giving opinions both ways, and in the 
result a conclusion will be hammered 
out which is no doubt reasonable from 
the general point of view. It is easy 
enough, on a general review of authori- 
tative opinion from practitioners who 
have reached a high degree of eminence 
in the profession, to see or judge what 
ought to have been done. But an 
accountant in the usual situation as 
found in practice relies either on his 
own judgment or on a coffee-shop con- 
ference with rare assistance from his 
library. 


Can a Duty Exist Outside of Contract? 


The problem to be dealt with now is 
whether an accountant can ever be con- 
sidered to owe a duty of care to persons 
other than those who employ him. (We 
do not consider the fiduciary relation). 
Suppose that the A. Co. Ltd. engage B, 
an accountant, to prepare a balance 
sheet showing its financial position and 
that B does this, appending the usual 
“clean” audit report. Could circum- 
stances be such that B will be held to 
have owed a duty of care in the pre- 
paration of such a statement to, say a 
member of the public (not of the com- 
pany) who upon examining the balance 
sheet decides to, and in fact does, in- 
vest money in the company by taking 
up shares, and who soon after suffers 
loss upon the company going into 
liquidation, it being established (and 
even admitted) that the balance sheet 
upon which the person relied was 
negligently prepared? 


It appears that, as the law now 
stands, the investor is not entitled to 
bring action against the accountant. 


The Australian Accountant, October, 1953 


This is equivalent to saying that a 
person relies upon an accounting state- 
ment at his peril, unless he engaged 
the accountant who prepared it or un- 
less the relationship between him and 
the accountant is a fiduciary one. 

The word appears is italicized be- 
cause, with great respect to Cohen and 
Asquith L.JJ who formed the majority 
in Candler v. Crane Christmas & Co. 
((1951) 1 All E.R. 426), the matter 
is not free from doubt. 

In Candler’s case a firm of account- 
ants was held not liable to an intend- 
ing investor for having prepared 
accounts which were misleading and 
which it was admitted were negligently 
prepared. But a discussion of the nature 
of the judicial function could demon- 
strate the possibility of the House of 
Lords finding for the plaintiff in the 
Candler type of case. 


Conclusion. 


From the foregoing it is possible to 
set down the following conclusions :— 


¥. The degree of skill which an 
accountant is expected to bring 
to bear upon particular work will 
be tested by reference to that 
which other reasonably skilled 
practitioners would exhibit in the 
same circumstances. This means 
that in many cases individual 
practitioners will not know what 
that standard is until litigation 
commences. This is so for the 
reason that the practice relating 
to a good deal of professional 
work is not disseminated amongst 
accountants. The _ precedent 
system is not in operation on any- 
thing like the necessary scale. 
The view is here taken that the 
most important task confronting 
the profession is the production, 

at the society level, of— 
(a) a series of texts, each con- 
taining those principles and 
—Concluded Overieaf 
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FINE POINTS OF COMMERCIAL LAW 


By E. H. COGHILL, LLM. (Librarian of the Supreme Court of Victoria) 


VALUATION ON DEATH OF 
MAJORITY SHAREHOLDER 


ARTNERSHIP agreements and the 
articles of private companies very 
frequently contain provisions, the effect 
of which is that, on the death of a 
partner or shareholder, the company’s 
accountant or auditor shall value his 
interest and his representatives must 
then sell at that valuation. 


Dean v. Prince (1953) 3 W.L.R.271, 
is a case of this type. Plaintiff was the 
widow and executrix of a person who 
held 140 out of 200 issued shares in a 
company, the defendants being the 
other shareholders and the company 
itself. It carried on a light engineering 
business, and during the war made 
considerable profits. Since the war it 
had lost money steadily, living on re- 
funds of taxation and so forth, rather 
a precarious diet. 


For the year before her husband’s 
death the company made a trading 
profit of £1,100, converted into a loss 
of £350 after paying salaries to the 
working directors. On his death, the 
auditors valued the shares in the com- 
pany at £7 each. The plaintiff was 


highly dissatisfied, and protested vio- 
lently. The auditors replied stating that 
they felt the company should be wound 
up, and had therefore allowed nothing 
for good-will and had valued the 
machinery and plant as scrap. 

Plaintiff thereupon started these 
proceedings, asking for a declaration 
that the valuation was made on a wrong 
basis, and an order prohibiting the 
others from acting on it. 

Firstly, it is well settled that if you 
give a power to an accountant or a 
trustee or someone of that type to make 
a valuation or exercise a power in his 
discretion to the best of his ability the 
Court cannot go behind his decision, 
even to the extent of compelling him 
to give his reasons. 

But this case decides that if, out of 
the goodness of his heart, he does give 
reasons you are then entitled to ex- 
amine those reasons and if they are 
wrong to ask the Court to set aside his 
decision. Accordingly the Court felt 
entitled to examine the basis of the 
auditors’ decision in this case, and it 
set it aside for the reason that they had 
taken no account of the fact that de- 
ceased’s shares gave a_ controlling 
interest. 
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practices which relate parti- 
cularly to a special type of 
business ; 

the regular production of 
case histories—possibly as an 
adjunct to the journal — in 
a lift-out form for easy 
filing. 


2. It is possible that in a particular 
case it may be held that an 
accountant owes a duty of care to 
a third party, but it is not possible 
to say in advance what sort of 
duty situation that will be. As 
far as we are concerned the most 
likely is one of a type which arose 
in Candler’s case. 
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FINE POINTS OF COMMERCIAL LAW — Continued 


A person buying a minority holding 
in a company such as this would be a 
fool to give more than a break-up value 
for its shares, but a person buying a 
controlling interest could please himself 
about selling; he could sack the minor- 
ity directors and turn the loss into a 
profit, and even if he did not do that, 
established engineering businesses, 
with machinery complete and working 
as going concerns, are worth far more 
(even if running at a loss) than the 
scrap value of the machinery in an 
auction room and a person buying this 
controlling interest would be willing 
to pay a value based on the knowledge 
that he could carry on if he wished 
or sell as a going concern. 

Accordingly the Court set aside the 
valuation as it had been asked to do. 
It was asked to substitute a value of its 
own, but this was not what the articles 
provided and the Court refused to do 
it. It could stop the auditors if they 
went wrong, but it had no right to put 
itself in their place. The parties had 
agreed that the value of the shares 
should be fixed by the auditors, and no 
one else had any right to do it. Accord- 
ingly the case was referred back to 
them, to reconsider their valuation in 
the light of the Court’s decision. 


INFANT'S AGREEMENT TO 
ARBITRATE 


[ SEEMS to be accepted that if an 
infant who is a party to a dispute, 
agrees to arbitrate it, this is in no dif- 
ferent position from any other contract 
by an infant, and he may repudiate it 
at any time. 

Does it make any difference that the 
submission to arbitration is part of a 
larger agreement of a class which is 
binding on the infant? This is consid- 
ered in Slade v. Metrodent Ltd. (1953) 
2 W.L.R.1202. Plaintiff, an infant, en- 
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tered into an agreement, whereby de- 
fendant promised to teach him the craft 
of a dental mechanic, and plaintiff 
bound himself apprentice to the defend- 
ant to learn that craft for a period of 
five years. The agreement contained a 
clause whereby the parties agreed that 
all differences between them should be 
referred to the National Joint Council 
for the Craft of Dental Technicians, a 
trade organisation on which employers 
and employees were equally repre- 
sented. 

Subsequently, he sued the defendant, 
claiming that the defendant had not 
taught and instructed him as it had 
promised. Defendant applied to have 
the action stayed until the parties had 
submitted their dispute to arbitration. 
The infant claimed that he was not 
bound by his arbitration agreement. 


My Lord Coke said (about 1608) 
that “an infant may bind himself to pay 
for his necessary meat drink apparel 
necessary physicke and. . . likewise for 
his good teaching and _ instruction 
whereby he may profit himself.” (Coke 
upon Littleton 172(a)). 

Accordingly, it is clear that a contract 
for his instruction is binding on the 
infant as being for his benefit, and the 
Court held that this meant that the 
whole of the contract, including the 
arbitration clause, was binding. In any 
case, the infant was suing on this very 
contract. Clearly he could not sue on 
half the contract and ignore the other 
half. The action must be stayed and 
the infant must go to arbitration as 
he had promised. 


MIX-UP ON SALE OF PRODUCE 


HE latest number of Lloyd’s List 

Reports contains a case dealing 
with the Australian f: od export trade, 
and this local backgi ound gives it an 
added interest. 
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FINE POINTS OF COMMERCIAL LAW — Continued 


It is Lindsay & Co. v. Cook, (1953) 
1 LL. L.R.328. Plaintiff was a poul- 
terer, and defendant a poultry exporter 
near Sydney. He asked his agents to 
sell 1500 cases of chickens and they 
entered into negotiations with plaintiff, 
getting a firm contract for the sale of 
500, the plaintiff to open an irrevocable 
credit with the Rural Bank of N.S.W. 
in favour of defendant, defendant to 
brand the cases as stipulated in the 
contract, shipping to be in time for 
Christmas 1951. 

To catch the Christmas trade, de- 
fendant had to ship on the Strathnaver, 
leaving Sydney on September 28, at 
latest. On September 24 the defend- 
ants’ agents advised him that a credit 
for an amount sufficient to cover 400 
cases had been arranged. However, 
he got no notice from the Bank, and 
no notice that the other 100 cases were 
covered, and though he shipped 500 
cases on the Strathnaver, he sold them 
to someone else. 

It turned out that the plaintiff really 
wanted 500 cases, the discrepancy in 
price being due to plaintiff having mis- 
calculated the weights. Defendant of- 
fered to ship on a later steamer, but 
plaintiff refused and brought this 
action. 

The Court held that when the buyer 
has to establish a credit, the seller is 
entitled to have that done, and to have 
notice that it is done, before he lets 
the goods out of his hands. Until the 
credit is established and he is notified, 
he need not ship the goods, and if he 
is not notified till after the last day for 
shipment, then he is excused from 
shipping at all, and the default is the 
buyers, not his_ If he has to do some- 
thing besides ship (e.g. brand cases) 
he must get mtice in time to enable 
him to brand thm before shipping—he 
need not brand in anticipation. 

Therefore, it was the plaintiff who 
was in default, and the action failed. 
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LORD MANSFIELD 


CANNOT let pass without protest 
the attack on Lord Mansfield 
in the August issue — 23 A.A.367, 
It is strange that the father of 
English commercial law — the man 
who settled that insurance was a con- 
tract of indemnity, so that (up to the 
insured value) the insurer paid the 
loss incurred, no more and no less, that 
the rules relating to bills of exchange 
were part of the law of England and 
not curiosities of private contracts, 
that the bona fide holder of a negotiable 
instrument has a good title and can 
sue on it, and so forth—should have it 
said of him in an Accountancy Journal 
that his legal opinions were written in 
water. 


It is clear from contemporary ac- 
counts that Mansfield was a typical 
educated man of his age—‘the age of 
reason.” He voted for Catholic eman- 
cipation and had his library burned in 
the Gordon riots in consequence, yet he 
was in favour of war with the 
American colonies. 


Though politically a Tory, he was 
sufficiently honest as a judge to decide 
that the Government’s outlawing of 
John Wilkes was illegal, and it is to 
his everlasting honour that it was he 
who presided over the Court which 
held, in the case of the negro Somer- 
sett, that no sooner does a slave set 
foot on English soil than he automati- 
cally becomes free. 


Apparently a marvellous orator (he 
and the elder Pitt are always coupled 
as the two best debaters of the time) 
and a widely read though not a pro- 
found lawyer, he made a deep and 
lasting mark on English law, exerting 
an influence which, though of course 
not absolutely right in every particular, 
is now seen to have been generally one 
of the major factors in preserving our 
law as a distinctive system in the days 


—Cencluded on page 460 
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DEPRECIATION ALLOWANCES 


for Income Taxation 


By C. W. WEIR, AS.T.C., AAS.A. 


NE of the most important of the 

specific deductions allowable under 
the Commonwealth Income Tax Assess- 
ment Act 1936-53, is that embracing 
the treatment of depreciation. 


Modern accounting thought is now 
firmly established around the principle 
of “matching costs with revenue.” The 
application of this maxim requires 
that as the articles of plant are used 
or worn out in the process of manu- 
facture, their original cost should be 
charged against the revenue they help 
to produce, over the period of their 
useful life. 


Thus the accountant is charged with 
the task of including in the cost of 
production each year that portion of 
the initial cost which has been used in 
producing the revenue. The tenets of 
accounting require therefore that de- 
preciation be charged each year that 
the plant is operating, as part of the 
normal cost of operating a business. 


The Commonwealth Income Tax 
Assessment Act gives statutory appro- 
val to this principle by providing in 
Section 54 to 62, that depreciation of 
plant and articles may be claimed as 
an allowable deduction and the manner 
in which the depreciation each year 
may be calculated. It should be borne 
inmind, however, that the depreciation 
charged under accounting rules may 
vary greatly in amount from the de- 
preciation allowed as a deduction by 
the Income Tax Act. In the former case 
it is a flexible arrangement calculated 
for the benefit of the business enter- 
prise, whereas in the latter it is fixed 
by regulations made under the Act. 
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We will now pass on to consider the 
relevant taxation sections and as this 
article is written primarily for the 
benefit of students studying the subject 
of Income Tax Law, certain of the 
lesser used sections dealing with de- 
preciation will not be considered. 


Section 54 provides that depreciation 
of plant and articles owned by the 
taxpayer and used by him during the 
year of income for the purpose of pro- 
ducing assessable income, shall be an 
allowable deduction. This allowance 
extends to plant and articles which are 
installed ready for use but which are 
held in reserve by the taxpayer. It 
should be noted that depreciation is 
allowed for taxation purposes only in 
respect of “plant and articles owned 
by the taxpayer.” 


No allowance is granted in respect of 
plant and articles leased or rented by 
the taxpayer. For the purposes of this 
section, plant and articles being pur- 
chased under a hire purchase agree- 
ment, are deemed to be owned by the 
taxpayer. This is not in accord with 
the strict legal position but it is the 
most logical attitude to adopt and is 
used by the Commissioner. 


Plant and Articles 


The word “plant” is used in a broad 
sense, and generally speaking, extends 
to all fixtures, implements, machinery 
and apparatus used in carrying on a 
business. 


Buildings used for business purposes, 
are not generally included in the fix- 
tures referred to above. Depreciation 
is allowed in respect of buildings and 
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DEPRECIATION — Continued 


structures only where they form inte- 
gral parts of manufacturing plant and 
machinery, and then, only on that part 
of the capital cost as represents addi- 
tional expense necessarily incurred for 
the purpose of installing the plant. 

There may, however, be wooden 
factory buildings, such as butter fac- 
tories, where the nature of the activities 
carried out causes rapid depreciation in 
parts or the whole of the building. The 
rate of depreciation under these cir- 
cumstances will depend upon the esti- 
mated life of the structure, having re- 
gard to the conditions mentioned. The 
Act also allows a deduction for depre- 
ciation on specified improvements on 
land used for agricultural or pastoral 
pursuits. 

The word “articles” is somewhat 
vague. It would appear that “articles” 
must mean something other than 
“plant.” The former word is probably 
intended to cover such things as a 
carpenter’s bag of tools. 

In the case of new plant, the cost for 
depreciation purposes includes the ex- 
penses of transport and installation of 
the plant. In addition, the cost of re- 
moving plant from one site to another 
is regarded as a capital cost, and will 
be included in the cost of such plant for 
depreciation purposes. 

The same principle applies to the 
cost of initial repair to plant which is 
purchased in a state of disrepair. This 
cost is regarded as capital expenditure, 
as, had the work been executed by the 
seller prior to the sale it would have 
increased the sale price. 

This is firmly established by an 
English case, Law Shipping Co. Ltd. v. 
I. R. Commissioners (1923), 12.T.C., 
621. In this case, the taxpayer bought 
a ship in such a state of disrepair that 
it could not obtain a certificate of sea- 
worthiness. Large sums were spent in 
placing it in a seaworthy condition and 
the company sought to deduct the cost 
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of the repairs from the revenue which 
was produced in the first year’s opera. 
tions. The deduction was dissallowed 
on the ground that it was expenditure 
of a capital nature. 


Calculation of Depreciation (Sections 

56 and 57). 

In calculating the amount of depre- 
ciation allowable for taxation purposes, 
the taxpayer has the option of using 
one of two methods for any unit of 
property. The two methods of calcula- 
tion are referred to as (a) Diminishing 
Cost Method—where a percentage is 
taken of the value of the depreciable 
unit at the beginning of each year of 
income, and (b) the Prime Cost Method 
—where a percentage is taken of the 
prime or initial cost of the article and 
this fixed amount is deducted each 
year. 

If no election is made by the taxpay- 
er, the former method will be applied 
by the Commissioner. Once an election 
is made to use one of the above methods, 
the taxpayer must use that method for 
all of his depreciable items. In addi- 
tion, the method of calculation cannot 
be altered unless with the leave of the 
Commissioner. 


Example :— 

10% 
Dimini- 
shing 
Cost 

10,000 


10% 
Prime 
Cost 


Cost of Unit .. 
lst year Depre- 
a 


10,000 
1,000 


———_ 


9,000 


1,000 

Depreciated Value 9,000 

2nd year Depre- 
ciation . 


1,000 900 


Depreciated Value 8,000 
8rd year Depre- 
SW aor w aes 1,000 


Depreciated Value £7,000 
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DEPRECIATION — Continued 


Basis of Depreciation (Section 55) 

In the first calculation of the depre- 
ciation to be allowed in respect of any 
unit of property, the Commissioner is 
empowered to make an estimate of the 
effective life of the unit assuming that 
it is maintained in reasonably good 
order, and the annual depreciation per 
centum to be allowed is set accordingly. 

A schedule of the Rates of Depreci- 
ation has been fixed by the Commis- 
sioners for the various types of plant. 

There are two exceptions to the above 
practice of the rate of depreciation 
being estimated by the Commissioner. 
Firstly, it is provided that the rate of 
thirty-three and one-third per centum 
shall apply to any unit of property used 
by the taxpayer for the purpose of pro- 
viding cupboards, first-aid, res‘ room 
or recreational facilities or meals or 
facilities for meals for persons em- 
ployed by him in a business carried on 
by him for the purpose of producing 
assessable income (Section 55 (2)). 

Secondly, it is provided that the rate 
of twenty per centum shall apply to 
units of property and structural im- 
provements which are used during the 
year of income wholly and exclusively 
for the purpose of agricultural or 
pastoral pursuits (Section 57 AA). 


Property used partly for producing 

Assessable Income. 

Where plant is used partly for the 
production of assessable income and 
partly for private purposes, Section 61 
provides that only portion of the de- 
duction otherwise allowable shall be an 
allowable deduction. An example of 
plant being used only in part for the 
production of assessable income is that 
of a motor car used, say, by a medical 
practitioner. 

The motor car is essential to the 
carrying on of the business, but to some 
extent, the vehicle will in fact be used 
for private and domestic purposes. In 
these circumstances, the depreciation 
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is apportioned and the taxpayer will 
receive such an allowance in respect 
of the motor car, as, in the opinion of 
the Commissioner, is proper. 


Disposal of Depreciated Property. 

On the disposal of plant, the taxpayer 
is allowed a deduction under Section 
59 of the excess of the “depreciated 
value” over the amount received on 
disposal. Correspondingly, if the con- 
sideration received on the disposal ex- 
ceeds the depreciated value, such excess 
is assessable income to the extent to 
which deductions for depreciation have 
been previously allowed as a deduction 
to the taxpayer. 


The amount received in excess of the 
original cost is to be excluded from 
assessable income because profit made 
on the disposal of property which was 
not acquired for the purpose of resale 
is not profit to which the Act applies; 
it represents an accretion of capital 
(Section 26(a)). 


The “depreciated value” of plant is 
represented by the amount calculated 
by deducting from the cost price of 
such plant, the total of the amounts of 
depreciation as have been allowed to 
the taxpayer. 


The consideration receivable will, in 
the case of the sale of property, be the 
sale price less the expenses of the sale 
of the property; and in the case of 
property lost or destroyed, the amount 
receivable under a policy of insurance. 
Where property, subject to deprecia- 
tion, has been disposed of by the tax- 
payer together with other assets, and 
no separate values are allocated, the 
“consideration receivable” in respect 
of the depreciated property will be the 
amount determined by the Commis- 
sioner. 


In the case of property disposed of 
otherwise than by sale, for example, 
obsolete plant being “scrapped,” the 
consideration will be the value, if any, 
of the property on the date of disposal. 
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DEPRECIATION — Continued 


Example 1. 

Oe 8 eee 

3 Years’ Depreciation—10% 
Prime Cost .. 


£2,000 
600 


1,400 
1,200 


Depreciated Value .. .. .. . 
Consideration Receivable .. .. 


Excess of Depreciated Value 
Over Consideration Receiv- 


able . £200 


The sum of £200 will be an allowable 
deduction in the income year during 
which the unit was disposed of. 
Example 2. 

Cost of Unit, say . 
3 Years’ Depreciation—10% 

Prime Cost . ay 


£2,000 
600 
Depreciated Value . 1,400 
Consideration receivable on 
Sale— 


Sale price .. 


oo oe ee 
Less Expenses of Sale 


200 
2,300 


Excess of consideration receiv- 
able over depreciated value £900 
The sum of £600 will be included as 

assessable income in the year of in- 
come the unit has been sold. The sum 
of £200 received in excess of the origi- 
nal cost represents a capital accretion 
and will not be included as assessable 
income. 

Acquisition of Depreciated Property. 
Under Section 60, a person acquiring 

depreciated property is not entitled to 

any greater deduction than would have 
been allowed to the person from whom 
the property was acquired. However, 
where an amount representing the dif- 
ference between the depreciated value 
and the consideration received is in- 
cluded in the assessable income of the 
vendor, the purchaser is allowed depre- 
ciation on the sum of that amount and 


424 


the depreciated value of the property 
at the time of the sale. 

In the case of property acquired 
otherwise than by purchase, e.g., by in- 
heritance or gift, the depreciated value 
of the property at the date of acquisi- 
tion shall be the basis of the allowance 
for depreciation. 

It should be noted that these provi- 
sions do not apply to a case where the 
Commissioner is of the opinion that 
the circumstances are such that the de- 
preciation should be allowed on the 
actual consideration given. 
Example. 

Plant sold for .. 
Cost of Plant .. .. . 
Depreciation allowed . . 


£1,000 
800 
250 


Depreciated value .. 550 


Profit on Sale .. £450 

The amount to be included in the 
vendor’s assessable income of the year 
of sale will be £250 (being the amount 
of depreciation allowed). The purchaser 
is therefore entitled only to deprecia- 
tion on that sum, plus the depreciated 
value, £550, total £800, i.e., the origi- 
nal cost to the vendor. 

The above provision does not apply 
where the Commissioner is of the 
opinion that the circumstances are such 
that depreciation should be allowed to 
the purchaser on the actual considera- 
tion, viz.: in the example given, £1,000. 

In conclusion, the student should, 
when considering depreciation always 
bear in mind the following points :— 
1. Depreciation is primarily concerned 

with Plant and articles used in car- 
rying on a business. 
Depreciation is only granted in re 
spect of buildings, where they form 
an integral part of the plant or are 
used wholly and exclusively in the 
business of primary production. 
Cost of plant includes expenses of 
transportation and installation. 

— Concluded on page 460 
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SIMPLIFIED CALCULATIONS 


By C. H. CHAMPAIN, F.AS.A., F.CLS. 


HILE studying Financial Manage- 
ment, by R. J. Chambers, I was 
interested to read on page 317 dealing 
with Cost Accounting and Cost Analy- 
sis: 

“Suppose for example, it is re- 
quired to ascertain, with a given cost 
structure, what increase in sales is 
required to offset the effect on profit 
of a reduction in price. Due to the 
effect on profits at various levels of 
activity of the fixed costs, the answer 
is not derivable by a simple propor- 
tional calculation.” 

The italics are mine. The author then 
goes on to give examples worked from 
tables in the chapter. 


As managing director of a_ hotel- 
owning and operating company in 
Durban, South Africa, I have found it 
advantageous to be able to calculate 
quickly probable financial results at 
various levels of turnover and percent- 
ages of profit, so give a few examples 
of my own simple calculations which 
may not be generally known. We shall 
take the author’s own questions by 
way of illustration: 

Example 1. “Product X, the variable 
costs of which amount to 10/- per unit, 
sells at 15/- per unit. If the price is 
raised to 18/- per unit, how far may 
sales fall without reducing the net 
profit?” 

Answer: 


Variable 
costs 
Sells at 


= 10/- per unit 
15/- per unit — 50% 
New price . 18/- per unit — 80% 
80: 30:: 100: X 80)3000(37.5% = 
Sales may fall by 37.5% without re- 
ducing the net profit. 
(The second term is the difference 
between the two percentages of profit.) 


The Australian Accountant, October, 1953 


OR: 

80: 50:: 100: X — 80)5000(62.5% 
Sales may fall to 62.5% without reduc- 

ing net profit. 

Example 2. “The price of product Y 
is to be reduced from 6/- to 5/- per 
unit. Its variable costs amount to 2/- 
per unit. From a market survey, sales 
are expected to increase 25%. Is this 
sufficient to maintain the net profit at 
its present level?” 

Answer: 

Variable 
costs = 2/- per unit 

Sells at 6/- per unit = 200% 

New price . 5/- per unit — 150% 

150: 100:: 50: X —= 150)5000(334% 
NO. Sales must be increased by 334% 

to maintain the net profit. 

(The third term is the difference 
between the two percentages of profit.) 
Proof: 

100 units sell at 6/- — £20 profit. 

1334 units sell at 5/- — £20 profit. 

Example 3. “Preliminary sales esti- 
mates indicate that there is a large 
unsatisfied demand for product Z, 
which could be met if the price were 
reduced from its present level of £50 
per unit to £45 per unit. If the variable 
costs of the product are £25 per unit 
and production could be increased by 
one-third without increasing the fixed 
costs, what is the greatest price reduc- 
tion consistent with earning the same 
profit?” 

Answer: 

Present profit on 1 unit — —. 

Profit on 14 unit .. ? 

£25 x 100 

erence = £18 15 0 
1334 


Add variable costs 25 0 O 


£43 15 0 











SIMPLIFIED CALCULATIONS — Continued 
So price could be reduced to £43/15/- 
consistent with earning the same 


profit. 
And this could be confirmed by the 


foregoing methods of _ calculation, 
thus :— 
Variable 

costs . = £25 per unit 
Present 

price £50 per unit — 100% 
Proposed 

price £43/15/0 per unit—= 75% 


75: 100:: 25: X = 75) 2500(333% = 
Sales must be increased by 334% to 
maintain the same profit. 


Variations of turnover and profit 
percentages: 

Information about the effect of these 
on profits is usually obtainable by 
simple calculations, when the relevant 
figures are known, e.g., 

(A) What increase in sales would be 
required, to make the same profit, if 
the profit percentage was reduced from 
35% to 25% on sales? 

Answer: 

25: 100:: 10: X = 25)1000(40% 
40% increase in sales required. 

(B) To what extent could sales fall, 
and still make the same profit, if the 
profit percentage was increased from 
15% to 20%? 

Answer: 

20: 5:: 100: X — 20)500(25%. 
Sales could fall by 25%. 

Profit and loss, break-even levels of 
operation: 

When the right records are in ope- 
ration many types of businesses, in- 
cluding certain classes of hotels, lend 
themselves to easy calculations for 
guidance purposes. With a little adap- 
tation and imagination, the following 
examples, together with the previous 
ones, might serve as a4 guide: 

(1) A hotel has averaged 85% oc- 
cupancy. At this level its income was 
£1,200 per month. It eg*imated a fall 
in occupancy of 20%. 
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What would be: 

(a) The income at 65% occupancy, 
assuming the same average rate 
was received? Multiply the past 
income—£1,200—by new  occu- 
pancy percentage—65%—and di- 
vide by past occupancy—85%, 
thus: 

£1,200 x 65% 

= £917/12/11 income 
85 % at 65% occupancy. 

(b) The percentage of occupancy to 
break-even, at the same average 
rate, if it was estimated that the 
minimum expenses would be £850 
per month? 

Multiply the new estimate—£850—by 
past occupancy—85%—and divide by 
past income—£1,200, thus: 





£850 x 85% 
————— = 60.21% occupancy to 
£1,200 break-even. 


(2) A hotel estimated a minimum 
expenditure of £750 per month. For the 
past year it averaged £1,000 per month 
income at 85% occupancy. Assuming 
the same average rate, what percent- 
age of occupancy would be required to 
break-even? 
£750 x 85% 
—————— = 63.75% occupancy to 

£1,000 break-even. 

What would be the average monthly 
loss should occupancy fall to 50%? 

63.75% — 50% = fall of 13.75% 

Multiply minimum expenditure 
amount—£750—by percentage fall in 
occupancy—13.75%, and divide by 
break-even percentage—63.75%, thus: 
£750 x 13.75% 
= £161/15/4 average 

63.75 % monthly loss. 

Subject to possible savings which 
could be set-off against the estimated 
loss. 

These examples of hotel calculations 
refer to the accommodation side only. 
Bars, Liquor Sales and other depart 
ments would, of course, be taken 
separately. 





The Australian Accountant, October, 1953 












SIMPLIFIED CALCULATIONS — Concluded 


(3)— 


(a) When it is desired to know the 
break-even point and variable and 
fixed costs enter the estimates, the 
calculations might be made on 


these lines: 
Sales: 


Variable Costs .. .. 


Fixed Costs 
Profit .. 


£5,000 100% 





3,000 
1,000 
1,000 


60% 
20% 
20% 


£5,000 


Assuming that the fixed and variable 
costs are as their names imply, what 
is the breaking-even point? 


Answer: 

Multiply the fixed costs by 100. Di- 
vide by the difference between the 
variable costs percentage—60%—and 
the sales percentage — 100% = 40%. 
£1,000 x 100 
———————- > _ £2,500 to break-even. 

40% 

(b) Should the variable costs be ex- 
pected to increase through higher 
wages, etc., 60% to 70% of sales, 
what then would be the break-even 
amount of sales required? 


Answer: 
Variable Costs 
Variable Costs 

estimated 3,500 — 70% 
In accordance with the foregoing 
explanation: 

£1,000 x 100 

= £3,333/6/8 to break- 

even. 


£3,000 — 60% 


30% 
Proof: 


70% of £3,333/6/8 
Fixed Costs ‘ 


£2,333 6 8 
1,000 0 0 





£3,333 6 8 





The Australian Accountant, October, 1953 


(c) It is now considered that the fixed 
costs will increase by 5% for the 
same reasons. What would be the 
revised estimate to break-even? 


Fixed Costs .. wh £1,000 
Add 5% .......66.6 50 


New estimate . £1,050 


As before: 
£1,050 x 100 
= £3,500 to break-even. 





30% 


(d) And now reverting to (a): As an 
alternative to increasing sales, 
what increase in selling prices, on 
the sales figure of £5,000, would 
be required to make the original 
percentage of profit—20%? 


Answer: 


Increase in variable 
costs .. 

Increase 
costs . 


= £500 0 0 


in Fixed 
i 50 0 0 


£550 0 0 


Amount of increase required: 


100% x £550 
= £687/10/-. 





80% x 1 
Percentage increase required: 


100% £550 100 
x x 

80% 1 £5,000 

Which would now indicate: 

Sales: .. £5,687 10 0 


— 138% 








100% 





Variable 

Costs 
Fixed Costs 
Profit 


61.54% 


18.46 % 
20.00 % 


3,500 0 0 
1,050 0 0 
1,137 10 0 





£5,687 10 











Organization and Methods in Public 
Departments 


Address delivered to the Australian Society of Accountants, Canberra Branch, by 
Mr. S. N. Angel, Senior Organization Officer, United Kingdom Inland Revenue De- 


partment, 


E Commonwealth Public Service 

Board has given considerable at- 
tention to the subject of Organisation 
and Methods. A special Branch has 
been created at the headquarters of the 
Board in Canberra, to devote its ener- 
gies to improving the organisation of 
and the methods of work in Common- 
wealth Government Departments, to 
encourage the setting up in the larger 
Departments of their own Sections 
to carry on efficiency auditing as 
a continuing process, and to stand 
as a bureau of information and 
specialist advisors on ways and means 
for the economical conduct of their 
business. 


The same sort of movement is cur- 
rent almost all over the world, not only 
in connection with the activities of 
Government Departments and agencies, 
but also in the field of commercial en- 
terprise. 


Not all the Organisation and Methods 
practitioners are located inside the or- 
ganisations they serve. There are 
many private firms or individuals car- 
rying on practice as business efficiency 
specialists fully justifying the place 
they occupy and the fees they charge. 


The position in the Public Service in 
the U.K. is much the same as in Aus- 
tralia. 


The Treasury in the U.K., which can 
be likened to the Public Service Board 
here in that, apart from its financial 
duties, it has an overall responsibility 
for staffing and, therefore, an interest 
in the efficient management of all Gov- 
ernment Departments, provides the di- 
recting influence in the O. & M. field. 
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The Treasury has a Division which 
is primarily responsible for carrying 
out O. & M. work in the Treasury itself 
and in those Government Departments 
which have not their own O. & M. 
Branches. 


It has also other responsibilities, in- 
cluding— 


1. Running central training courses 
in O. & M. for O. & M. staff in all 
Departments. 


2. Providing an information ser- 
vice for all O. & M. Branches. 


Sponsoring inter-departmental 
and other studies of general in- 
terest to O. & M. Branches 
throughout the Service. 


In addition, the Treasury O. & M. 
Division arranges regular meetings of 
the heads of Departmental O. & M. 
Branches to consider matters of com- 
mon interest, organises meetings for 
O. & M. officers throughout the Service 
at which talks are given by practising 
O. & M’ers and others inside and out- 
side the Public Service about assign- 
ments and studies within their experi- 
ence. 


As an Organisation and Methods 
officer in the O. & M. Branch of one of 
the larger Departments, the Inland Re 
venue Department, I received training 
at the Treasury and in the course of 
that training, carried out a practice 
assignment in a Section of one of the 
Government Departments where a staff 
of over 100 were engaged in operations 
connected with the processing at the 
initial receipt and final despatch of its 
stupendous inwards and outwards mail. 
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ORGANIZATION IN PUBLIC DEPTS.— Continued 


In that test assignment, my hand 
was guided by one with much greater 
experience. The facts about the De- 
partment, its purpose; organisation, 
volume of work, and then the detailed 
procedure in the particular Section 
under examination, were carefully 
studied and analysed. 


It was taken to pieces rather like 
the watch-repairer takes a watch to 
pieces and then each part inspected. 
But at this stage and the subsequent 
stage of re-assembly or synthesis, at- 
tention was directed not only to decid- 
ing whether the parts were in order 
and fit for their job, but to a rather 
greater extent to considering whether 
they were really necessary — whether 
by some re-arrangement a satisfactory 
result or output of work could be 
achieved with less parts or simpler pro- 
cedures. 


The outcome of that investigation 
was the saving of several units of 


labour by a reduction in the amount of 
recording of less important items of 
mail and by introducing a mechanical 
aid in the form of a letter-opening ma- 


chine. By a re-arrangement of the flow 
of work so that it entered at one end 
of the room and followed a straight- 
forward path to the other end instead 
of zigzagging and doubling back it was 
processed in less time than before. 


Back in my own Department, after 
training, with the other members of the 
Inland Revenue O. & M. Branch I have 
been carrying on the same sort of ex- 
amination part by part of the whole 
organization. 

’ But we have not confined ourselves to 
reviewing in this way, although, of 
course, that is of prime importance. 


We have aimed at exercising our in- 
fluence continuously wherever the op- 
portunity presented itself. 

We have made known our presence 
and purpose to all Branch Heads and 
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repeatedly invited them to consult us 
about their problems of organization 
and method. As a result, we have had 
a number of ad hoc assignments to find 
solutions to specific difficulties of arrears 
of work or even of problems of accom- 
modation. 

With our accumulation of know- 
ledge of the application of machines and 
special equipment, we have come to be 
regarded as specialists in this field to 
whom the Branches can come for 
advice and guidance. 


The Department will not authorise 
expenditure on office machines unless 
and until the O. & M. Branch has been 
consulted and gives its approval. 


In the matter of the design of and 
control over the creation of new forms, 
we have managed to get the Branches 
to place responsibility for this in the 
hands of one of their senior officers 
and to carry out a systematic review 
of all the forms in use to ensure that 
they are kept to a minimum; make use 
of the best methods of presentation and 
reproduction; and economise paper, 
which is an expensive item. 

We provide the Chairman for the 
Staff Suggestions Scheme so that we 
are kept in touch with all the ideas put 
forward by the staff, but even more im- 
portant, to see that good ideas are not 
stifled because of closed minds in high 
places. 

Another important activity of ours is 
in helping the Department and its 
Branches to plan for and arrange the 
procedures when new work has to be 
undertaken. In the post-war years 
there has been an amount of legislation 
which has thrown new burdens on the 
Department and the invariable practice 
now is for O. & M. to be represented on 
the committee or working party or in 
some other way to take a hand in mould- 
ing the arrangements. 


We served on a working party which 
settled the Departmental machinery for 
a far-reaching reform under the Town 
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ORGANIZATION IN PUBLIC DEPTS.— Continued 


and Country Planning Act, 1947. In 
this instance, with a working party, we 
were in at the birth even while the Bill 
was in a Graft stage before being pre- 
sented to Parliament. 


Accountants in the ordinary course 
of their duties have many opportunities 
to strike a blow for the more econo- 
mical and efficient arrangement of af- 
fairs. 

This must certainly be true as re- 
gards extending the use of accounting 
and other machines to replace less effi- 
cient manual methods, the arrangement 
of work to provide a smooth flow, im- 
proving the design of forms and in 
planning new work. 

I prefer to think that the fact that 
there has been so much progress in 
mechanisation in the field of account- 
ing work is a reflection not only of the 
suitability of this work for mechanisa- 
tion but also of the effect that training 
and practice have on the accountant in 
stimulating and developing his interest 
in the pursuit of increased efficiency. 
I can say with due sincerity, because 
I’m not a qualified Accountant, that I 
think that Accountants make some of 
the best O. & M. men. 


To be strictly truthful, I must also 
say that in my experience there have 
been occasions when I have felt that 
the Accountants, especially when con- 
cerned with the records relating to 
public monies, have been toameticulous 
in the checking and controlling arrange- 
ments they have wanted. I realize 
that there must be controls and check- 
ing, but I have met too many instances 
where three point control and 100% 
check have been insisted upon even 
when the total amounts involved have 
not been large and the risks have not 
been great. Perhaps it is unfortunate 
that my experience has been entirely in 
a revenue raising undertaking where 
perhaps we may be prone to take this 
too far. From what I have heard 
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about one of the more commercially 
minded of our Departments, our G.P.0O, 
(or as you would say, P.M.G.), they 
seem to be more inclined to accept 
certain risks and by so doing, to save 
the expense of additional records and 
safeguarding operations. 

To give you an example of the sort 
of problem I have encountered. 


Entrants to examinations for admis- 
sion to the Civil Service generally have 
to pay a fee. This fee is payable by 
means of a special gummed stamp. 
Under the laws relating to the creation 
of stamps for payment of public dues 
the creating authority is the Board of 
Inland Revenue. 


The examinations are arranged and 
conducted by the Civil Service Com- 
mission, which is a body separate from 
the Treasury and from the Inland Re- 
venue Department. The Civil Service 
Commission receives from candidates 
their duly stamped applications and 
has to see that they are adequately 
stamped and to cancel the stamp at 
once to prevent internal fraud. The 
Commission is not concerned with the 
accounting arrangements to do with 
the stamp monies unless the whole or 
some part of a fee is refundable, for 
instance, because a candidate is ineligi- 
ble in some way or has affixed a stamp 
of greater value than necessary. Then 
the Commission makes the refund after 
cancelling the stamp and marking the 
records. 

The stamps, created by the Inland 
Revenue Department, are sold for them 
by the Post Office. There is no problem 
at all about the accounting arrange- 
ments between the Revenue and the 
Post Office over the stamp money. 

The Civil Service Commission, how- 
ever, having refunded money on behalf 
of the Revenue; wants reimbursement. 

This reimbursement takes place once 
a year by the Revenue on receipt of 4 
claim from the Civil Service Commis- 
sion. But instead of accepting a sim- 
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ORGANIZATION IN PUBLIC DEPTS.— Continued 


ple certificate of the total sum as shown 
in the records of the Commission and 
reserving the right to an occasional 
spot check of those records, the Re- 
venue accountants had for years insist- 
ed on a full detailed list in triplicate 
showing every single item (most of 
them less than 5/-) and supported by 
vouchers evidencing payment and even 
by the actual cancelled stamps where 
the full amount had been refunded and 
the Civil Service Commission could lay 
no claim to further retention of the 


stamp. 


The Civil Service Commission, like the 
Inland Revenue Department, is a Gov- 
ernment Department run by responsible 
officials answerable to the Treasury and 
its records come under the eagle eye 
of the Comptroller and Auditor-Gene- 
ral. The amount paid by the Inland 
Revenue to the Commission is, of 


course, paid in such a way that it has 
to appear as a receipt in the accounts 


of the Commission and it is the 
simplest of matters to ensure that it 
does so. If it should happen that the 
Commission claimed and the Revenue 
paid a little more (or even a lot more) 
through some error, public funds would 
not be endangered because the whole 
transaction from the point of view of 
public funds is merely the operation of 
passing money from one pocket to an- 
other. 


Although each year there are many 
thousands of individual refunds, the 
total amount is little more than £1000, 
so it would need a gross error some- 
where to affect the amount by any ap- 
preciable sum. 


You may or may not find it hard to 
believe that it took O. & M. quite a 
time to convince the Accountants in the 
Revenue on the matter and to get them 
to relieve the Commission of the listing 
— used to take many days’ 
work, 
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Inland Revenue have an interest in 
postage stamps. 


You may have noticed that U.K. 
postage stamps carry the words, “Post- 
age Revenue”. This is because they 
are made to serve purposes of postage 
and also where a Revenue Duty is pay- 
able such as the 2d. duty on receipts 
for amounts over £2 or the 6d. or some- 
times higher duty payable on certain 
rent agreements and simple contracts 
and undertakings. Therefore, the 
Inland Revenue Department and the 
Post Office have to agree on the designs 
of stamps. 


Returning to the examination fee 
stamp point, you are probably wonder- 
ing exactly how O. & M. came to get on 
the track of this excessive listing. 


It is an interesting example of how 
O. & M. works in the U.K. 


The U.K. Treasury has an O. & M. 
Division which, as I have told you, pro- 
vides teams to conduct reviews and 
assignments in the smaller Government 
Departments not large enough to main- 
tain O. & M. Branches of their own. 


The Civil Service Commission is one 
of the small Departments given O. & 
M. service in this way by the Treasury. 


A Treasury O. & M. team carried 
out a planned review of the organiza- 
tion and methods of the Civil Service 
Commission and in the course of the 
assignment, questioned, among many 
other points, the need for all the listing 
I have mentioned. 


The Civil Service Commission ex- 
plained that the listing was a require- 
ment of the Inland Revenue Depart- 
ment. So the Treasury O. & M. team 
asked the O. & M. Branch of the Inland 
Revenue Department to carry the in- 
vestigation into the Department, and 
as a result, the listing was discontinued. 


Apart from those who are primarily 
responsible for organization and man- 
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ORGANIZATION IN PUBLIC DEPTS.— Concluded 


agement of Government Departments 
and other businesses and the specialists 
and other agencies they make use of 
to assist them in maintaining a pro- 
gressive improvement in the efficiency 
of their organization and work proce- 
dures, I can think of no group of 
persons better placed than Accountants 
to make a telling contribution in this 
direction. 


It is not sufficient for you to say 
what accounts are to be kept or that 
such and such controls and checks are 
to be applied without taking into con- 
sideration the way these things are to 
be done, what is involved and what the 
cost will be in relation to the benefits 
to be obtained or safeguards gained. 


If enough attention had been paid 
to these aspects of the work in our of- 
fices we should not in our O. & M. In- 
vestigations have discovered as many 
instances as we have of excessive re- 
cord keeping and duplicate records. 


The same remarks apply to the types 
of forms and records we use e.g. bound, 
loose-leaf, blind, visible, etc. A little 
extra attention from you in matters 
like this could make a real difference. 
If in the course of your work you kept 
an eye open more for the minimum 
needs of the job and for simplification 
wherever possible I know much could 
be achieved. 


Only recently in a Government De- 
partment I came across some unneces- 
sarily elaborate records relating to 
postage expenditure. Of course I was 
told that the auditors insisted on them 
and I was shown evidence that the au- 
ditors had recently examined the re- 
cord. 


As I knew would be the case, my en- 
quiries proved that the auditors did 
not insist on such detailed records and 
would be quite content with much less. 
I’m still wondering why they didn’t 
point this out on the occasion of one 
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of their visits. It might have saved so 
much time. 

The accounts, records and attendant 
processes with which you in your 
daily work are brought into such close 
contact, offer especially favourable op- 
portunities for you to guide our hands 
towards more economical arrangements 
and conduct of business. 

In almost all organizations, many 
staff and much time, equipment and 
material are used on accounting work 
in one form or another. Work of this 
nature is particularly suitable for the 
employment of the many ingenious 
mechanical contrivances now available 
and still being most actively developed 
to assist us in listing, adding, subtract- 
ing, calculating, tabulating, classifying 
producing multiple copies and in many 
other ways; to relieve us from drud- 
gery, increase speed and give greater 
accuracy and reliability. 

Your qualifications and the influen- 
tial position they assure you in our or- 
ganizations give you great authority 
with us. I’m bound to say that from 
my experience the effect of this has 
sometimes been that when O. & M. 
have recommended some reduction in 
record keeping or checking we have 
been told that it cannot be done because 
the Accountants or Finance Officers 
would not agree. 


Doubtless, at times O. & M. have 
wanted to go too far and at others the 
case has not been properly put, or put 
at all, to the accountants, so that the 
view we have been given is not their 
view. But sometimes there has been 
too rigid adherence to accounting for 
its own sake and not enough attention 
given to the practicalities of the occa- 
sion. 

I’m sure these remarks of mine do 
not apply to any member of the Society 
of Accountants, but nevertheless they 
can serve as a reminder to us all that 
we should all strive to be as vigilant 
for economical practices as we are for 
truthful accounts. 
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BOUNDARIES OF THE PROFESSION 


(Extracts from an address to meetings ofchartered accountants in various cities in 
Canada, by Lorn McLean, C. A., President of the Canadian Institute of Chartered 


Accountants). 


N my travels I have discussed with 

some of my fellow members the 
position of those of us who are not en- 
gaged in public accounting. There are 
many who believe we have “left the 
profession” as the saying goes and 
there are some who believe we have 
extended the boundaries of the profes- 
sion. In presenting my views on this 
subject, I prefer to start at the be- 
ginning and to try to argue this thing 
out to my own satisfaction, and I trust 
to yours. 

Before starting, I wish to say some- 
thing we all realize, which is that 
accountancy, in the manner in which it 
is practised, is constantly changing and 
evolving. It certainly has been chang- 
ing very swiftly in the last 30 years or 
so, and this suggests to me that it is 
wise, from time to time, to reconsider 
our assumptions and take a fresh look 
at our definitions. This should not be 
too difficult for us; for we are people 
of education, and an educated person 
has been described as one who, amongst 
other things, can entertain himself, can 
entertain a friend, and can entertain 
anew idea. 


The True Bounds of the Profession. 


Well, then, to start at the beginning, 
what characterizes any profession? I 
think that two things characterize a 
profession. The first is a strict and 
lengthy training and the second is a 
responsible attitude to society, or as 
sometimes briefly stated, technical com- 
petence and moral obligation. Looking 
at my own case and that of many scores 
in this country like me, I say that if to 
suggest we have “left the profession” 
Means anything at all, it means one 
or both of two things: either we have 
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lost the benefit of our training, that is, 
have lost our technical competence, or 
we have forsaken our sense of moral 
obligation, our sense of consideration 
for the public welfare. Either sugges- 
tion, of course, is complete nonsense. 


Therefore, the profession we are con- 
cerned with is not the profession of 
public accountancy; it is something 
larger, it is the profession of account- 
ancy. In common with all professions 
it has the sense of moral obligation, 
and particular to itself it has technical 
competence in the field of accountancy, 
and all people in accounting who possess 
these qualities of technical competence 
and moral obligation are members of 
the accounting profession. Here then 
we have the profession of accountancy 
which at present is practised in a 
variety of ways. There is the public 
accountant, historically the senior. 
There is the accountant in the teaching 
post, and there is the accountant in the 
administrative post in commerce, in- 
dustry, or governmental service. 


I have mentioned three segments of 
the profession of accountancy and I 
shall now, speaking only of chartered 
accountants in Canada, compress them 
into two groups in order to discuss 
their numerical strength. The first 
group comprises the chartered account- 
ants in public practice, and the second 
group comprises the chartered account- 
ants in administrative posts, with 
which I couple those in teaching posts. 
The second category, which we call the 
administrative accountant, has risen 
from very small beginnings—say about 
30 years ago—to very impressive pro- 
portions. 
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Public Practice and Administrative 
Practice. 


Before discussing numerical strength, 
however, I should say a word on termi- 
nology. The Canadian Institute of 
Chartered Accountants recently re- 
ceived a report it had requested from 
Mr. George McDonald of Montreal, one 
of the deans of the profession of 
accountancy in Canada. He was re- 
porting on recruiting and training for 
professional accountancy, and his termi- 
nology was “the chartered accountant 
in public practice” on the one hand and 
“the chartered accountant in admini- 
strative practice” on the other. I like 
those terms; I commend them to you. 


In 1935, which was the year Mr. Mc- 
Donald chose for comparison, those in 
public practice were 69% of all chart- 
ered accountants in Canada, those in 
administrative practice 31%. In 1951 
the 69% had dropped to 57% and the 
31% in administrative practice had 
risen to 43%. Hence, of approximately 
5400 chartered accountants in Canada, 
3100 are in public practice and 2300 are 
in administrative practice. 


Common Interests. 


I see no conflict whatever between 
the two groups of accountants, the 
public and the administrative; they are 
quite capable of being congenial mem- 
bers of the same profession. Take, for 
example, the question of training. In 
my estimation, our training suits us 
for both vocational choices, although 
once a vocational choice has been made, 
then obviously certain supplementary 
aspects will be emphasized. I think it 
is a good thing, moreover, that our 
vocational choice can be delayed until 
we are mature, since we have a better 
chance then of making a wise decision. 
I think also that other matters of 
prime concern are matters of common 
concern. 
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To illustrate: I was in Houston, 
Texas, some months ago at the 1952 
annual meeting of the American Insti- 
tute of Accountants and I was quite 
faithful in attending the general 
sessions because I wanted to form my 
opinion of the extent to which matters 
they thought sufficiently important to 
discuss in their annual meeting were 
matters of common concern to public 
accountants and administrative account- 
ants. Amongst other things, they dis- 
cussed selection of staff, they discussed 
training, and they discussed super- 
vision, and obviously this whole field 
of personnel administration, which is 
the most critical and important field at 
the moment in any segment of busi- 
ness, is of as great concern to the 
administrative as to the public account- 
ant. Another topic they discussed was 
fair disclosure in financial statements. 
Here again the topic is of prime concern 
to both groups. 


I have now said something about the 
true present boundaries of the profes- 
sion of accountancy. I have identified 
the two large constituent groups which 
compose it and I have stated my belief 
that there is no conflict in the primary 
interests of the two constituent groups. 
I would like to turn now for a moment 
to each of these two large segments 
of the profession in order to discuss 
certain tendencies I see at work in 
each of them respectively. 


Before I start I want to say that 
these tendencies may be less apparent 
to some firms and enterprises than to 
others, and may be less apparent in 
certain parts of the country than m 
others. However, I am sure that these 
tendencies are at work and growing, 
and if they have not become apparent 
in certain quarters they will in due 
course. 


The Administrative Field. 


In the administrative field, I think 
that one thing of great importance 8 
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BOUNDARIES OF THE PROFESSION — Continued 


the extent to which accounting officials 
have professional qualifications and 
have staffs which are well trained both 
academically and on the job. 


Another development in the admini- 
strative field is a growing recognition 
that, whereas in a business a certain 
matter may have a production aspect 
or a certain other a public relations 
aspect, a certain other a sales aspect, 
and so on, everything that a business 
does has a financial aspect and affects 
the accounting records. The latter is 
the pervasive function. Another way 
of stating this is to say that account- 
ancy is the basic language of the world 
of business and is the only language in 
which something significant can be said 
about all business activities. 


I shall now refer to a third develop- 
ment in the administrative field. A 
business, certainly a large business, to 
be operated effectively must have 
frequent accounting reports, monthly 
at least, and these periodic reports 
must be in harmony with the annual 
reports which the auditors, the public 
accountants, will in due course report 
upon. This is the most important 
tendency I have to mention in the 
administrative field, most important in 
the sense that in Canada much of its 
recognition is still before us. 


It would be unthinkable to conduct 
a large business through the twelve 
months of the year with monthly 
reports, on the strength of which irre- 
vocable decisions are made on such 
matters as dividend disbursements and 
wage settlements, and then find after 
the year-end that the results they 
portrayed were significantly taken ex- 
ception to by one’s auditors. 


There is also the growing practice 
on this continent of issuing quarterly 
financial statements in reliance upon 
which investors decide whether to hold, 
to buy, or to sell securities: such 
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quarterly statements are rarely sup- 
ported by the opinion of a public 
accountant. Therefore, the admini- 
strative accountant must take steps to 
see that his monthly and other interim 
reports are in harmony with the year- 
end accounts. 


That means the accounting staffs in 
our business must be trained to detect 
an accounting problem or a debatable 
point of material effect as soon as it 
arises, so that its treatment may be 
discussed and agreed upon with the 
company’s auditor, with the result that 
the treatment which will stand up is re- 
flected in the statements of the first 
month affected. These things having 
been done, the year’s reported results 
are simply the summation of the results 
as shown month by month upon which 
the management has charted its course 
during the year. 


It is chiefly for these three reasons, 
the professional qualifications of an in- 
creasing number of accounting officials 
in business, the recognition of the 
pervasive character of accounting, and 
the acceptance by accounting officials in 
large enterprises of the obligation to 
see to it that their periodic reports are 
in harmony with the year-end accounts 
which in due course will receive the 
blessing of the public accountants, that 
accounting officials are obtaining in- 
creasing status in the inner circles of 
top management. 


Public Accounting Tendencies. 


Of tendencies in the field of public 
accounting, I find there is a logical de- 
velopment which recognizes the calibre 
of the people who are conducting the 
accounting for corporations and places 
reliance on the candid consultation 
during the year when matters of 
controversy arise. This cannot fail to 
have its effect on the public account- 
ant’s work: the reliability of the 
records he is examining obviously must 
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have the result of less detailed work 
being performed and therefore less work 
existing for junior members of. his 
staff. 

More and more the chief concern will 
be the scrutiny of internal controls: the 
devices and arrangements and alloca- 
tions of duties by which the production 
of reliable accounts is safeguarded. I 
believe the public accountant’s ap- 
proach will be more philosophical and 
imaginative; less time will be spent in 
his examinations, but it will be time 
spent by people with higher qualifica- 
tions. The discussion and settling of 
accounting problems throughout the 
year as they arise and the scrutiny of 
internal controls at a time of the 


auditor’s choice both work to alleviate 
year-end peaks and to mitigate the 
miseries of the “busy season” which 
have historically been an unhappy 
aspect of the life of a public accountant, 


In closing my remarks I would like 
to go back to what I said earlier, that 
in the two fields of public accountancy 
and administrative accountancy, the 
common training fits one equally well 
for either direction, the problems of the 
two fields which are of first importance 
are matters of common concern, and, 
furthermore, the tendencies at work in 
the respective fields of public account- 
ancy and administrative accountancy 
make each an exciting and rewarding 
area of work to those for whom each 
field holds particular appeal. 





MORE COMPANIES SHOW TURNOVER. 


A distinct tendency for Australian Companies to show their turnover figures 
has been noted by the Companies Advisory Panel of the Victorian Division. 
The following tabulation shows turnover given by a group of companies operat- 


ing in different industries:— 
COMPANY 


Bradford Cotton 
Colonial Sugar 
David Jones . 
Dunlop Rubber 
Elder, Smith _. 
General Motors-Holden’s 
Goldsbrough, Mort 
Henry Jones 
1.C.1.A.N.Z. 
McPherson's 
Myers... .. . 
Peters (N.S.W.) 
York Motors .. . 


YEAR 


1952 
1953 
1952 
1952 
1953 
1953 
1953 
1952 
1952 
1953 
1952 
1952 
1952 


NET PROFIT 
£370,926 
1,366,394 

280,270 
872,631 
540,740 
3,956,928 
564,622 
167,845 
957,164 
475,645 
415,012 
101 434 
480,521 


TURNOVER 
£10,000,000 
76,000,000 
16,500,000 
25,000,000 
93,500,000 
50,000,000 
78,000,000 
13,000,000 
25,800,000 
9,600,000 
33,000,000 
13,000,000 
13,600,000 


These companies are leaders in their own particular sphere of activity and may 
be expected to show continued growth as the population of the country increases. 
Their shares are good holding for future benefits. 

The Companies Advisory Committee is in process of examining this question 
of disclosure and it is hoped to publish shortly its views on this contentious but 


interesting topic. 
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Relationship Between External Audit, Internal 
Audit, and Internal Check 


H. W. HARRIS and V. L. GOLE 


based on discussions in the Secretarial Practice Group and the Companies 
Advisory Panel. 


Part 1 of a two-part article 


T IS not the purpose of this thesis to 
cover the ground which is familiar 
in the text books under such a title as 
“Principles and Practice of Auditing’. 
The libraries of the accountancy in- 
stitutes are liberally endowed with good 
works in great detail by competent 
authors on auditing practice. 

Nor is this thesis particularly de- 
signed to help the student in his ap- 
proach to the auditing exams. 

The purpose is to draw attention to 
the expanding scope of the internal 
audit as a complement to the work of 
the professional auditor and as an ad- 
junct, in its own right, of Management. 

As indicated by the title, the relation- 
ship between external audit, internal 
audit and internal check is the central 
theme from which certain other aspects 
of interest are developed. 

The emphasis may appear to rest 
unduly on the internal audit. This is be- 
cause of the increasing importance 
which the internal is assuming in 
modern management methods. For the 
present, this trend does not detract 
from the value of the external audit, 
but the continual growth of the larger 
commercial and industrial organisa- 
tions may compel a revision of views on 
the relation of the external and internal 
audits. 

The Origin and Development of 
Auditing Practice. 

The development of auditing practice 
has been gradually evolutionary and 
has, to a very marked extent, taken its 
lead from the gradually changing needs 
of business. It is not by any means 
extraordinary that this should be so; 
rather is it a very natural relationship. 
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The early trading ventures were 
characterised by relatively short-term 
completeness. 

They were single purpose undertak- 
ings. The capital structure as it is 
known in modern business had not then 
been developed; the “going concern” 
convention of accounting had not yet 
been stated; the problem of accruals 
and deferments had not entered the ac- 
counting structure. It was simply a 
matter of adding up all the costs and 
expenses and setting these off against 
the total receipts or income and dis- 
cerning the profit or loss on the ven- 
ture. 

The need to preserve intact portion 
of the real capital of one venture to be 
used in the next, and the gradually in- 
creasing capital required for longer 
term undertakings, led to the com- 
bination of various contributors of 
capital for the purpose of trade and 
commerce. These contributors needed 
an independent party to look after their 
respective interests, and it is probably 
this need which gave the impetus to the 
functions of auditing. 

It also gave the impetus to account- 
ing development so that, instead of 
waiting until the venture had been com- 
pleted, there could be a periodical as- 
sessment of the results or a kind of 
progress score for the interested par- 
ties. The Industrial Revolution of the 
19th century gave to both accounting 
and auditing, a tremendous impetus. 

The growth of the joint stock enter- 
prise with widespread shareholding in- 
terests, undoubtedly provided a natural 
cause for the practice and functions of 
auditing to be brought within the scope 
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of the Law until such matters as ap- 
pointment of auditors, fixing their fees, 
the responsibilities of auditors, penal- 
ties and so on, have become familiar in- 
clusions in the various Companies Acts. 

There is no certainty, of course, that 
with the increasing size and complexity 
of modern business enterprise, some 
sections of the Companies Acts would 
stand up to a really critical examina- 
tion in these days; but the Law must 
generally be regarded as setting mini- 
mum standards only. It is left to the 
profession to develop the technique of 
auditing which, in the particular cir- 
cumstances, will best serve the needs 
of all concerned. 


The Historic Background. 


History shows that the practice of 
auditing accounts, dates back to very 
remote times. The ancient Egyptians, 
Greeks and Romans, all had systems 
for checking the accounts of public 
functionaries. In those early days, all 
public servants receiving or disbursing 
public moneys were required to attend 
before an officer and to report any dis- 
crepancy or malfeasance. 

Thus it was that these officers came 
to be known as auditors (from the 
Latin Audire—to hear), the name 
which still applies to those whose job it 
is to examine accounts. 

It was probably not until the 15th 
century, when Italy led the World into 
a broader conception of trade and in- 
dustry, that the services of the auditor 
were sought by private enterprises. 
However, the practice of audit did not 
assume its modern importance until 
the Industrial Revolution which began 
during the 19th century. 

The development of auditing tech- 
nique was along very detailed lines in- 
volving item by item check and much 
work of a very elementary nature. 
Under these circumstances, it is also 
natural that auditing literature should 
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have been provided far earlier in Eng- 
land than in, say, America. Also, that 
auditing practice should have been sub- 
ject at an early stage to legal enact- 
ment as new needs and perspectives be- 
came apparent. 

With the rapid growth of industrial 
and commercial enterprise, the area of 
responsibility widened and the implica- 
tions deepened. Definition by statute 
in the form of the Companies Acts, par- 
ticularly in respect of the accounts and 
audit provisions, give to the auditor a 
clear indication of responsibility whilst 
at the same time, strengthening his 
position in regard to the presentation 
of accounts and the disclosure of cer- 
tain prescribed information. 

The development in America was 
much later and did not follow an alto- 
gether natural course. Because of the 
heavy investment of British funds in 
American enterprises, during the years 
when the American Industrial scene 
was developing, it was common prac- 
tice for British auditors to carry out 
the auditing functions in respect of 
the enterprises in which these funds 
were invested. 

There was 


little development of 
auditing literature under these circum- 
stances, nor did statute Law have any 
real impact on auditing procedure until 


the turn of the 20th century. What 
literature there was either before 
or after the turn of the century was 
devoted very largely to developing 
satisfactory standards of auditing. 

The New York Stock Exchange and 
later on the Securities and Exchange 
Commission have exerted a_ very 
marked influence on the development of 
the profession and the application of 
auditing procedure to those companies 
listed on or registered with the Ex- 
change or Commission. 

But once this development got under 
way, it gained considerable momentum 
and the flow of auditing literature in- 
creased. Accountancy institutes in 
various countries, through their re 
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AUDITS — Continued 


search committees, devoted much 
thought and time to building up good 
standards of practice and indicating 
correct approaches and _ procedures 
through case studies. 


In very recent years, the flow of 
literature has been impressive and com- 
mittees have functioned continuously 
on setting up and revising auditing 
standards and providing case studies. 


Nor was the subject of the audit re- 
port being neglected. There has been 
a gradual refinement of terminology 
and the division of the report intc two 
sections—one dealing with the scope 
and the other with opinions. The com- 
mittee on auditing of the American In- 
stitute of Accountants has been func- 
tioning since the early 1930's. 


The Australian development has fol- 
lowed the British pattern, perhaps not 
quite so objective in its application, but 
gradually reaching high standards. 
There is wide discretion allowed to the 
auditor in carrying out his duties and 
consequently varying standards have 
been developed along individual lines. 
Very little has been established by way 
of widely recognised or generally ac- 
cepted standards, although audit 
methods and practice have become 
reasonably uniform. Statute Law ex- 
pressed in the Companies Acts of the 
various States includes provisions which 
have a significant bearing on the 
auditor’s responsibilities and impose 
upon him the obligation to make certain 
statements in his report to the share- 
holders, and to express an opinion 
about the accounts which bear his re- 
port. 


It is significant that, at the last 
Congress on Accounting in Australia, 
held in Sydney in November, 1949, one 
whole session was devoted to “Contem- 
porary Auditing Practice’. 
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It is fair comment to say that in the 
really large enterprises, the functions 
of the external audit as they were 
originally conceived have become im- 
practicable. The sheer volume of the 
transactions, the complex nature of the 
activities, the widespread locations at 
which entries originate and from which 
they derive their significance, preclude 
anything like a complete coverage by 
the external audit. 

Coupled with these difficulties are the 
increasing range of specialised work 
which come naturally into the scope of 
the professional auditor. These con- 
siderations focus some attention upon 
the scope and activities of internal 
audit, and before proceeding any 
further, it is necessary to reach a clear 
understanding of the difference be- 
tween external audit, internal audit, 
and internal check. 


Each is important in its own setting, 
and in regard to its own responsi- 
bilities. Together they make up the 
only practical approach to a satisfac- 
tory coverage designed to satisfy man- 
agement and investors. They are in- 
dependent of each other in a sense, but 
essentially interdependent. 


The external audit may be described 
as that part of the complete functions 
of auditing which is carried out by the 
professional auditor appointed by the 
shareholders primarily for the protec- 
tion of shareholder interests. Its pur- 
pose is to conduct a purely financial 
audit of the company’s activities. 

The external auditor is responsible 
directly to shareholders and, although 
he is in close touch with Directors and 
Management during the year, his re- 
port is addressed to the members of the 
Company. 

Sect. 133 of the Victorian Companies 
Act 1938, prescribes that “the Auditors 
shall make a report to the members on 
the accounts examined by them and on 
every Balance Sheet and Profit and 
Loss Account or Income and Expendi- 
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ture Account laid before the Company 
in General Meeting during their tenure 
of office.” 

The professional auditor, if he is 
performing work for a public company, 
must possess a licence from the Com- 
panies Auditors’ Board or some such 
similar body, which is granted after 
passing the prescribed examinations. 


The internal audit is set up by man- 
agement and while it is designed to af- 
ford protection to both shareholders 
and management, its responsibility is 
primarily to management. It has no 
separate responsibility toward the 
shareholders, nor is it directly subject 
to any statutory obligations. 


Those undertaking the internal audit 
need not be licensed, and in fact, need 
not have any special qualifications re- 
cognised by Law. The selection of per- 
sonnel for the task is purely at the 
discretion of management. But it is 


inconceivable that management would 
place these important responsibilities 
in the hands of any but fully qualified 


people. The person in charge of the 
internal audit would require not only 
accounting qualifications, but probably 
secretarial and cost accounting as well; 
also an extensive technical knowledge. 


The internal check consists of a 
series of internal systems to ensure 
accuracy of detailed routine work. It 
is usually the responsibility of the sec- 
retary or accountant to organise and 
control the internal check. The work 
is carried out by staff members gener- 
ally under an arrangement by which 
the work of one section is checked by 
others, who in turn have their own 
work checked. But there is more to 
the matter than that. Part of the sys- 
tem will be devoted to ensure that the 
division of the work is such that the 
opportunity for fraud is reduced to a 
minimum. This is particularly so in 
payroll functions and in the handling 
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of receipts and debtors’ accounts or 
payments and creditors’ accounts. 


Scope of the External Audit. 


The scope of the external audit must 
be decided upon by mutual arrange- 
ment between the appointed auditors 
and management, and should be ex- 
pressed clearly. However, in the case 
of a public company, no mutual ar- 
rangement can abrogate or avoid the 
requirements of the Companies Act re- 
lating to the audit of the accounts. In 
other cases, the appointment of an ex- 
ternal auditor is entirely discretionary. 

At the same time, there must be an 
element of flexibility otherwise the 
position of the auditor would at times 
be untenable. Usually the auditor will 
make a survey of the activities of the 
company and the nature of the transac- 
tions. If the internal check system is 
operating, he will assess the efficiency 
of the system and if an internal audit 
is functioning, he will satisfy himself 
as to the ground covered. 

From these observations he is usually 
able to assess the volume of work and 
the frequency of performance which, 
all things considered, will enable him 
to give a report conscientiously believ- 
ing that the accounts he has audited 
provide a full and fair view of the af- 
fairs of the company for the period 
under review. 

In many instances of small busi- 
nesses and private companies, the func- 
tions of accounting and auditing are 
combined in the services rendered by 
the professional auditor. He may even 
act in an advisory capacity in many of 
the activities of the business. 

It has already been mentioned that 
in really large businesses, anything like 
a full coverage of entries is out of the 
question. The volume and nature of 
the work makes it imperative for the 
auditor to indulge in testing and 
sampling rather than attempt a de 
tailed check of all entries. The nature 
of the testing and the degree of 
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sampling will depend on a number of 
considerations which must be left to 
the independent judgment of the audi- 
tor. 


In the large businesses, it would be 
very unusual to find that an internal 
auditor is not operating, or at least a 
good system of internal check. Nor is 
it unusual to find that the external 
auditor in his survey of the work will 
make recommendations for closing up 
any loopholes for fraud or inefficiency 
which come to his notice. The very 
nature of his own work and respon- 
sibility will entitle the auditor to be in- 
sistent on certain safeguards in the per- 
formance of routine work on the part 
of the employees of the Company. 


As already stated, the function of 
the external auditor is to conduct a 
financial audit. 


He is concerned with the movement 
of cash in and out of the enterprise, and 
the effect of the company’s activities on 
the financial results for a given period. 
The Balance Sheet and the Profit and 
Loss Account, including those items 
which do not arise directly from money 
movements, still constitute the major 
part of the auditor’s work. Neverthe- 
less, opportunity will occur from time 
to time for him to recommend improve- 
ments in routine methods, and par- 
ticularly in accounting techniques, and 
it is most likely that the auditor will 
avail himself of these opportunities to 
maintain his standard of service at the 
highest possible level. 


Scope of the Internal Audit. 


The internal audit has probably a 
more flexible programme and a wider 
area of coverage than the external 
audit in regard to the enterprise it 
serves. Not only will it be concerned 
with the full range of financial transac- 
tions, but it will ensure where appro- 


The Australian Accountant, October, 1953 


priate, that the internal check system 
is functioning effectively. Special at- 
tention will be given to procedure and 
systems as well as to internal safe- 
guards. Undoubtedly, one of the ser- 
vices expected from the internal audit, 
and probably one of the most import- 
ant, is the prevention or disclosure of 


“tosses due to inefficiency. In fact, if 


present tendencies can be taken as a 
guide, the future would appear to be- 
long to the internal audit. 

As business enterprises become more 
extensive, and the increasing technical 
difficulties confronting the external 
audit render that function more dif- 
ficult of performance, so will the poten- 
tialities of the internal audit be more 
fully realised and appreciated. 

There is a good deal of authoritative 
opinion to indicate that the internal 
audit should include a degree of respon- 
sibility for the cost accounting system ; 
a testing of the stock control system; 
the design of statistical information, 
and a variety of matters on which man- 
agement policy decisions rest. The in- 
ternal auditor and the staff working 
with him should be directly responsible 
to management and their authority 
should come from management. In 
other words, the internal audit staff 
should not be regarded as part of the 
general office staff answerable to the 
secretary or accountant. Such a posi- 
tion may easily destroy its effective- 
ness. 

The close contact with the day to day 
affairs of the particular business and 
the consequent opportunities and, in 
fact, the need to develop an intimate 
knowledge and understanding of the 
activities and workings of all sections, 
should fit the internal audit personnel 
admirably to render effective service. 


If this effective efficient service is 
not rendered; if the internal audit de- 
generates merely into a green tick 
orgy, the whole thing may become an 
expensive luxury. 
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One of the functions of internal audit 
working in conjunction with office man- 
agement is to ensure that office routines 
are streamlined and that there is a 
periodical overhaul of methods to avoid 
getting into a groove and missing the 
changes which may save cost and im- 
prove performance. 

There is such a thing as an efficiency 
audit, and constant vigilance must be 
maintained to ensure that standards of 
work are sustained at the highest level. 
The internal auditor because of his in- 
dependent standing and his unbiased 
approach, is the logical one to under- 
take the efficiency audit. 


Scope of the Internal Check. 


Even the internal audit operated at 
a reasonable cost could hardly be ex- 
pected to cope with all the entries 
which go through the various account- 
ing records of a large business. To en- 
sure a high degree of accuracy in 
clerical work, the internal check system 
is designed and carried out by arange- 
ment between different members of the 
staff. 

Many examples come readily to 
mind—checking receipts against the 
daily banking; expenditure documents 
against the purchase journal or voucher 
register entry; sales documents against 
sales journal entries, and so on. 
Properly organised and _ efficiently 
supervised, the internal check can play 
a very valuable part in office efficiency. 
It forms a starting point and a founda- 
tion upon which may be built a good 
internal audit and an external audit 
with fair coverage at reasonable cost. 

The danger lies in the possibility of 
the members of the staff becoming dis- 
interested and careless in the checking 
which may mean that inaccuracies re- 
main undisclosed. 

It is necessary to spot-check the in- 
ternal check system independently from 
time to time to see if it is functioning 
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all right. Where an internal audit is 
operating, it could carry out an inde- 
pendent spot-check. In any case, the 
external auditor is sure to do so in his 
testing and sampling. 


Overall Relationship. 


The overall relationship between 
these three functions—external audit, 
internal audit, and internal check— 
is very significant. There is no uni- 
formity between different companies; 
there are no hard and fast rules. 

Some instances could be quoted in 
which the external auditor has prac- 
tically annexed the internal audit and 
made it function almost as an exten- 
sion of the work which would normally 
be expected from the staff of the pro- 
fessional auditor. There are also in- 
stances in which the internal audit pro- 
gramme is designed and to a degree, 
supervised, by the external auditor. 

Both these instances are unfortunate 
departures from best practice. In the 
first case, the internal audit loses a 
good deal of its independence; in the 
second place, there is a possibility of 
the internal audit scope being unduly 
restricted for the purpose of strength- 
ening the external audit coverage. 

It should not be thought from these 
observations that there is no need for 
co-operation and co-ordination between 
the three. On the contrary, the absence 
of a high degree of co-operation and an 
intelligent co-ordination of programmes 
and interests will only serve to make 
life very miserable for all concerned. 

Protection from the consequences of 
fraud and inefficiencies is the objective 
governing the activities of audit and 
check. Even though responsibilities 
differ somewhat as to the interests to 
be protected, the mutuality of these in- 
terests and responsibilities should be 
apparent. 

Under the conditions of modern 
large-scale business, and the practical 
necessity for the external audit to be 
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limited in its scope and coverage, to 
rely on the work of the internal audit, 
and the efficiency of the internal check, 
the professional auditor is well within 
his rights in seeking to satisfy himself 
that these related functions are being 
carried out efficiently. This he will do 
by periodical test checks covering the 
same ground as the internal audit. 

If in this process, some weaknesses 
are not corrected after discussion be- 
tween the external and _ internal 
auditor, then the matters should be 
brought to the attention of manage- 
ment. The position would be that the 
confidence of the external auditor in 
the coverage which he is relying on the 
internal audit to make, is broken down 
and the attention of management must 
be directed to this unhappy state of af- 
fairs. 

It is then up to management to take 
the necessary action to restore confi- 
dence, otherwise the scope of the ex- 
ternal audit will almost certainly need 
to be enlarged if this is practicable, 
and the cost may be an uncomfortable 
addition to the expense list. 

The degree to which there should be 
direct contact between the external and 
internal auditor is a matter of consider- 
able importance. It is very undesir- 
able that the external auditor should 
in any way control or direct the in- 
ternal audit. Possibly any supposed 
weaknesses in the internal audit pro- 
gramme or in its performance, should 
be discussed between external auditor, 
internal auditor and Management. 


Internal Audit Programmes. 


Audit programmes are essential if 
method, consistency and completeness 
are to characterise the audit function. 
The programme will, of course, be de- 
signed in accordance with the scope 
and nature of the work. There are 
bound to be differences between the ex- 
ternal and the internal programme if 
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for no other reason than that the scope 
of each will be different. It is also prob- 
able that the approach may be different 
in each case. The internal audit pro- 
gramme may have three distinct groups 
of activity :— 

i. Routine functions. 

ii. Special investigations to test the 
efficiency of certain routines or 
functions. 

iii. Special investigations in respect 
of fraud and theft. 

The first of these groups invokes a 
regular programme designed to cover 
all routine functions in sufficient detail 
to ensure clerical accuracy and adher- 
ence to the methods laid down. Quite 
apart from clerical accuracy, the need 
to check the adequacy of procedures is 
evident. For example, in the matter 
of accounting for purchases, the in- 
ternal auditor will keep an eye on the 
system of ordering, receiving, certify- 
ing, classifying and recording of pur- 
chases from the appropriate documents. 

In respect of accounts receivable, 
there is the need to ensure that all 
orders supplied to customers become 
the subject of invoicing, posting to 
ledger accounts, and a periodical state- 
ment of liability for the customer. 
Again, quite apart from these routine 
machinery matters, there is the need to 
gauge the efficiency of credit control 
and the effectiveness of collection fol- 
low-up. In this regard, the internal 
auditor will, no doubt, test this effici- 
ency and effectiveness by taking out an 
independent list “ageing” the accounts 
from time to time, and comparing 
the trend in the different “ageing” 
columns. 

The responsiblity of the internal 
auditor for inventory verification may 
go to great lengths—checking quanti- 
ties, comparing physical checks with 
the inventory record, passing judg- 
ment on storage facilities, reporting on 
damaged, deteriorated and obsolete 
goods. He should supervise the dis- 
posal of damaged and obsolete goods, 
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and fixed assets, when the disposal is 
effected outside the usual trade chan- 
nels. The payroll audit is almost cer- 
tain to include actually witnessing the 
pay out to employees in addition to the 
usual check of clock cards and the set- 
ting up of a division of the work to 
separate the functions leading up to 
the completion of the wages sheet from 
these involving the actual handling of 
the cash. 

Where a cost accounting system is in 
operation, the internal auditor will be 
concerned with costing methods, the 
treatment of the material issue, alloca- 
tion of overhead expenses and the tie- 
up with perpetual inventories. 


Special investigation may be directed 
to a variety of purposes falling outside 
the usual audit programme. One such 
purpose may be to provide a work flow 
to streamline operations without the 
sacrifice of efficiency. Another may be 
to explain a fall in gross profit rate 


over a particular accounting period. 
Still another, to establish some objec- 
tive data on the efficiency of the distri- 


bution of goods by the company’s 


trucking service. 


Again, in a company conducting a 
number of retail stores, to test the 
adequacy of the system of inspection 
and reporting, to report on the effect 
of a change of method in respect of 
some particular function, and to offer 
an opinion as to the desirability or 
otherwise, of the change. 


Although the internal audit pro- 
gramme is designed to prevent fraud 
and theft as far as that is practicable, 
the unfortunate event does happen. A 
special investigation is then necessary 
to determine with some certainty the 
amount involved, and to report on the 
weakness in the system which allowed 
the occurrence. In this area of work, 
the intimate knowledge of the internal 
auditor in regard to the general work- 


tae 


ings of the business, should lead 
promptly to the line of investigation 
which will provide the main facts in 
the shortest time. 

Delay may mean that all the relevant 
facts cannot be established and that all 
the loss cannot be recovered. The 
methods of perpetrating fraud are as 
many as the ingenuity of the human 
mind. The line of investigation will 
follow the course appropriate to the 
particular circumstances. 

The internal audit programme 
should be designed primarily to assist 
management, and to provide an effec- 
tive service of constructive criticism. 
It operates to assist the company to 
attain and maintain the highest level 
of efficiency in the various activities 
which may logically be embraced by 
the internal audit function. The in- 
ternal audit is not purely a critical de- 
partment. If criticism is necessary, 
it should be accompanied by a recom- 
mendation for correction and improve 
ment. It aims at prevention of fraud 
rather than detection after the event, 
but if detection becomes necessary, the 
knowledge and training of the internal 
auditor should be applied to getting 
the facts and reporting fully upon them 
as quickly as possible. 

The internal auditor in operating 4 
well-designed and comprehensive pro- 
gramme can, and should be, a valuable 
and effective link between the external 
auditor and the internal activities of 
the business. 


There is some room for debate as to 
how far the internal audit should go in 
carrying out certain functions first 
hand. For example, it is not unusual 
to find that the internal auditor will 
make the contact with the bankers and 
personally pick up the bank statements 
periodically. He will then check and 
reconcile cash books and statements 48 
a primary function rather than as 4 
secondary function after the account- 
ant has completed the reconciliation. 


The Australian Accountant, October, !953 





AUDITS — Continued 


The range of functions which lend 
themselves to this primary work is 
very limited as there is a danger in 
trying to extend it too much that the 
internal audit may lose a good deal of 
its significance; it may become sub- 
merged in the day toe day routine of 
office activities and lose its perspective. 
Should this happen, the internal audit 
will merge with the internal check sys- 
tem and can well lose its identity as a 
unit of top supervision. 


The Status of Internal Audit. 


It is difficult to define the status of 
internal audit in Australia. The func- 
tion undoubtedly has recognition in 
Australian industry simply because of 
the impracticability of obtaining suf- 
ficient audit coverage by any other 
means. 


This recognition is confined to the 
individual enterprise and the pro- 


gramme is adapted of necessity to the 


needs of the business in which the 
function is operating. There is no 
general overall recognition of internal 
audit in the same sense as with the 
public auditing practice carried out by 
the professional accountant. 


The internal auditor may have status 
in the enterprise he serves, but from 
a public standpoint he is practically un- 
known. The position is very different 
in America. Since 1941, there has 
been a well recognised Institute of In- 
ternal Auditors. This is a “national 
organisation composed of the heads of 
Internal Auditing Departments in most 
of the country’s larger corporations.” 

This satisfies two points—the status 
of internal audit through a recognised 
Institute, and the fact that most of the 
larger corporations have an established 
internal department. 

A further point of significance re- 
vealed by Walter B. Meigs in Account- 
mg Review, October, 1951, is that quite 
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a number of public accountants have 
left their practice to take up super- 
visory positions in the field of internal 
audit. This would surely indicate that 
the supervisory function in the internal 
audit department is well paid; that it 
is really a major function. Apparently 
the Institute, through its special com- 
mittees, issues statements from time to 
time for the guidance of its members, 
and is concerned with setting up 
reasonable standards of performance 
on the work of internal auditors. In 
1947 such a statement of “responsibili- 
ties” includes: — 


i. Critical appraisal of the account- 
ing, financial and other internal 
records and procedures for the 
purpose of determining the de- 
gree of reliability of accounting 
reports and operating data de- 
veloped within the organisation. 

ii. Review of policies and procedures 
and of actual performance in al! 
divsions of the company for the 
purpose of determining whether 
such policies and procedures are 
current and adequate and are 
being effectively carried out. 

iii, Continuous review, evaluation 
and modernisation of the system 
of internal control. 


It is an appraisal function respon- 
sible directly to top management. It 
is concerned not only with the principle 
of procedure on which work is carried 
out; it is also concerned with the actual 
performance. 


Possibly internal audit developed 
from the practice of auditors travelling 
from place to place in those enter- 
prises having places of business in 
various parts of the country. In this 
capacity, such an auditor was in a 
unique position to compare relative ef- 
ficiency and to apply the best pro- 
cedures in all places. Also, to make 
sure that policies instituted by man- 
agement were being applied in all 
places. 








AUDITS — Concluded 


The perspective has changed con- 
siderably and it could now be said that 
the internal auditor does not exercise 
direct authority over personnel, nor 
does he directly make corrections in 
the accounts. In this respect, his func- 
tions closely resemble those of the ex- 
ternal auditor. He is more particularly 
an independent critic and analyst who, 
from his contact with detailed pro- 
cedure, may make constructive recom- 
mendations to management for stream- 
lining routine and keeping procedure 
on the lines of “the one best way”. 


It is evident from the regular flow of 
articles through the American jour- 
nals on various aspects of internal 
auditing, that the status is well estab- 


lished in that country. There is also 
a good deal of evidence of a high degree 
of co-operation between the external 
auditor (the Certified Public Account- 
ant) and the internal auditor, to pro- 
vide the best overall service to business 
enterprises. 

This is as it should be; the respec- 
tive spheres of work do not clash, they 
are complementary one to the other. 
The approach to different sections of 
work will be along somewhat different 
lines in each case, but together there 
will be an intelligent coverage for pro- 
tection, guidance, and efficiency within 
the business. One American corpora- 
tion is reported as having an appro- 
priation of one million dollars for the 
internal auditing functions. 


(Part Two Next Month) 





What the External Auditor Requires 
of the Company Secretary 


(Questions submitted by Ed. F. Meier, acting as a company secretary, and replies 
by G. H. Matthews, acting as a proposed auditor, at a meeting of the Secretarial 
Practice Group, Australian Society of Accountants, Victorian Division). 


1— HAT do you want of me as 
company secretary? 

I would require a copy of the Com- 
pany’s Memorandum and Articles of 
Association so as to be fully conversant 
with the Share Capital conditions, Con- 
tracts etc., with Vendors. Next a copy 
of the Prospectus stating the condi- 
tions etc., regarding the invitation to 
subscribe for shares, purchase of pro- 
perty, payment of commission (if any) 
and estimated preliminary expenses. 

The following books would need to 
be set up:— 

(1) Application and Allotment Book 

(2) Calls Book 
(3) Register of Members (or Share 
Register) 


(4) Register of Share Transfers 

(5) Share Certificate Book 

(6) Dividends Book or Sheets 

(7) Annual List of Members and 
Summary 

(8) Directors’ Minute Book 

(9) Shareholders’ Minute Book 

(10) Seal Book 

(11) Register of Directors 

(12) If applicable Register of Mort- 
gages and/or Debentures. 


It would then be necessary for me 
to receive a list of Financial Books in 
use and the names of the persons re- 
sponsible for the entries therein. 


Part 123 (Victorian Companies Act 
1938) states :— 
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(1) “Every Company and the Direc- 
tors and Manager thereof shall cause 
to be kept proper books of account in 
which shall be kept full true and com- 
plete accounts of the affairs and trans- 
actions of the Company. 

(2) The books of account shall be 
kept at the registered office of the 
Company or at such other place as the 
directors think fit, and shall at all 
times be open to inspection by the 
Directors.” 

Taken generally this would mean a 
complete record of cash receipts and 
payments, sales and purchases also 
assets and liabilities. 


2.—But we already have a good internal 
audit set-up. 

Yes, that will, no doubt, be of great 
help in conducting the external audit, 
but firstly it would be necessary for 
me to examine the programme and ex- 
tent of the audit conducted and so dove- 
tail the internal with the external audit. 
Should any modifications or extensions 
be necessary to the internal programme, 
these would have to be to my satisfac- 
tion as the responsibility for the audit 
would be mine. However, in spite of 
the fact of an internal check, it is 
customary for the external auditor to 
test check or examine the work being 
carried out so that reliance may be 
placed thereon. 


3.—What is your programme? 

After having made myself familiar 
with your business by perhaps making 
a tour of your offices and works it 
should be possible for me to follow 
the books of account intelligently, and 
fully understand the written records 
relating to the various transactions 
which have taken place. However, in 
conducting an initial audit it would not 
be wise to endeavour to follow a stereo- 
type pattern, but rather to take each 
book of account separately and upon 
perusal to assess the amount of work 
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necessary to be performed in order that 
the statement on the periodical balance 
sheet as being in accordance with “the 
books” may truthfully be made. 

Upon this preliminary examination a 
programme for future guidance may be 
made, and such programme should 
always be flexible and subject to addi- 
tion or modification if found necessary, 
because, as each auditor of a public 
company is considered by examination 
and licence to be a competent person 
to carry out an audit it is necessary 
for him to state in his report, inter 
alia:—“‘an opinion” that the balance 
sheet and profit and loss account are 
properly drawn up and show a true and 
correct view ... and as shown by the 
books of the Company. 

Section 133 (3) (Victorian Companies 
Act 1938)—“Every auditor of a Com- 
pany shall use reasonable diligence with 
the view of ascertaining that the books 
of the company have been properly 
kept and record correctly the affairs 
and transactions of the Company.” 
4.—Well then, I don’t have to change 

anything up to there, do I? 

Well, not exactly, it is quite possible 
that most of your normal business 
methods will not be greatly disturbed 
by the change in status from a family 
concern to a public company, the chief 
change will be in the capital structure 
and future control and ownership. 
Whereas in the past it has been possible 
for all members of the firm to have been 
able to ascertain first hand all informa- 
tion relating to the firm’s activities and 
trading results, the new members 
known as shareholders, may only be 
informed through their agent the ex- 
ternal auditor. 
5.—What about scrip? The Stock Ex- 

change and all that it implies, is 
new to us—should we have a con- 
tinuous audit here? 

In regard to the Stock Exchange 
most companies of any standing seek 
listing, that is to say, wish their shares 
or stock to be quoted or dealt with by 
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this medium in buying or selling in 
order that a true value may always be 
ascertained. 

However, the Stock Exchange re- 
quirements are very stringent and ex- 
acting, the following being a few of 
them—(quoting from the Official List). 

“(A) The Company shall be of suffi- 
cient magnitude and importance; and 
the Shares or other securities for which 
Official Quotation is desired shall, in 
the opinion of the Committee, be suf- 
ficiently distributed. 

(E) Articles of Association must con- 
tain provisions to the following effect :— 

(7) (1) That there shall be no 
restriction on the transfer of paid-up 
shares in the case of a limited liability 
Company etc. etc., 

(25) That the Auditors (other than 
the first Auditors and those appointed 
to fill casual vacancies) shall be ap- 
pointed, and their remuneration be fixed 
by the Company in General Meeting, 
and that notice of candidature of any 
person, other than a retiring auditor, 
shall be given to the Company at least 
eleven days before the Meeting at 
which the appointment is to be made: 

(26) That a Director or officer of the 
Company, or a partner in any business 
with, or an employer or employee of, 
a Director or officer of the Company, 
shall not be capable of being appointed 
or of acting as Auditor of the 
Company ; 

(27) That copies of an Auditor’s qua- 
lified report, which, in the opinion of 
the Auditor, should be made known to 
Shareholders, shall be supplied forth- 
with by the Directors to each Stock Ex- 
change in which the Company is listed; 

(28) That the Company’s share re- 
gister and branch registers (if any) 
shall be audited at intervals of not 
more than three months.” 

So we see by the last paragraph that 
a continuous audit is necessary so long 
as listing is required. 
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If, however, listing is not desired or 
not granted, it is still necessary under 
the Companies Act to have certified by 
auditors, a portion of the Statutory 
Report. This Report shall be placed 
before a General Meeting of Share- 
holders called the Statutory Meeting, 
which must be held not less than one 
month nor more than three (3) months 
after the company is entitled to com- 
mence business. 

Section 113 (4) “The Statutory 
report shall so far as it relates to the 
shares allotted by the company and to 
the cash received in respect of such 
shares and to the receipts and payments 
of the company on capital account, be 
certified as correct by the auditors (if 
any) of the Company.” 

No mention is made in the Act for 
any transfers or movements, after the 
first issue, of shares, to be audited. 
6.—Thanks. What about our works? 

It may at this stage be relevant to 
state exactly what the relationship of 
the auditor to the Company really is. 
He is appointed for one purpose only. 

Section 133 (1) (Victorian Companies 
Act 1938) “The auditors shall make a 
report to the members on the accounts 
examined by them and on every balance 
sheet and profit and loss account or in- 
come and expenditure account laid be- 
fore the company in general meeting 
during their tenure of office, and the 
report shall state— 

(a) whether or not they have ob- 
tained all the information and expla- 
nations they have required; and 

(b) whether in their opinion the 
balance sheet referred to in the report 
is properly drawn up so as to exhibit a 
true and correct view of the state of 
the company’s affairs, and the profit and 
loss account is properly drawn up 80 
as to exhibit a true and correct view of 
the results of the business of the com- 
pany for the year, or the income and 
expenditure account is properly drawn 
up so as to exhibit a true and correct 
view of the income and expenditure of 
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the company for the year, according to 
the best of their information and the 
explanation given to them and as shown 
by the books of the company. 


(2) (a) Every auditor of a company 
shall have a right of access at all times 
to the books and accounts and vouchers 
of the company and shall be entitled to 
require from the directors and officers 
of the company such information and 
explanation as are necessary for the 
performance of the duties of the audi- 
tors.” 

This does not give an auditor any 
right to take part in the management or 
administration of the company’s affairs, 
but would entitle him to inspect any 
system of recording information in the 
works relating directly or indirectly to 
the preparation of and/or keeping 
financial accounts. 

In this regard I would enquire into: 

The system of recording and payment 
of wages. 

Records of materials entering into 
stock. 

Methods of safe-keeping of raw 
materials etc. and the requisitioning 
and issuing of these goods. 

The Recording System such as Cost 
Ledgers for the purpose of obtaining 
reliable information for selling, using, 
or stock values. 


I should also acquaint myself with the 
methods adopted in regard to account- 
ing for and charging of overhead ex- 
penses in relation to costing. I should 
not, as auditor, be expected to instal 
costing systems etc. as this is in no way 
part of my duties, but rather enters 
the realm of accounting. Should I, 
however, detect any weakness in the 
existing system I would draw attention 
to it, or alternatively mention this in 
my report. In spite of this I should 
always be ready if asked, to advise on 
any matters which can lead to “a true 
and correct view of the results of the 
business.” 
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7.—Interstate Branches? 


Little may be said on this matter 
except to quote from Section 133 (2) 
(b) of the Victorian Companies Act 
1938. 


“In case of a company which has 
branches outside Victoria, it shall be 
sufficient if the auditor is allowed access 
to such copies and extracts from the 
books and accounts of any branch and 
such returns as have been transmitted 
to the office of the company within 
Victoria.” 


It is however, the practice in most 
cases for Audited Branch Returns to be 
forwarded to the Company through its 
Head Office Auditors, or if sent direct 
to the Head Office of the Company for 
information connected with such Re- 
turns to be transmitted to the Head 
Office Auditors so that the Branch 
Returns may be identified by them at 
the Company’s Head Office. 


8.—London Subsidiary ? 

This may be dealt with by quoting 
from a proviso to Section 125 of the 
Act. 


“In the case of a subsidiary company 
incorporated outside Victoria whether 
it has or has not established a place of 
business in Victoria, it shall be a suffi- 
cient compliance with the provisions of 
this sub-section if the separate profit 
and loss account or the separate balance 
sheet (as the case requires) of such 
subsidiary company is in such form and 
contains such particulars and includes 
such documents (if any) as the com- 
pany is required to make out and lay 
before the company in general meeting 
by the law for the time being applic- 
able to such company in the country or 
State where it is incorporated; and the 
provisions of this section in regard to 
the drawing up of consolidated profit 
and loss accounts or balance sheets (so 
far as such accounts and balance sheets 
deal with profit and loss accounts or 
balance sheets of such subsidiary com- 
panies) shall with such adoptions as 
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are necessary be read and construed 
and have effect accordingly.” 

The sub-section referred to states 
that there shall be annexed to the hold- 
ing company’s the accounts and balance 
sheet of the subsidiary company, or 
these may be consolidated into the hold- 
ing company’s accounts and balance 
sheet after eliminating inter-company 
transactions. 

Should, however, the subsidiary com- 
pany’s auditors report be in any way 
qualified, such qualification shall appear 
in the consolidated balance sheet of the 
holding company. 
9.—Now, when it comes to the Annual 

Report? 

This can be a good or bad advertise- 
ment for both the Company and the 
Auditors as upon its preparation and 
circularisation to the Shareholders and 
others will the efficiency of the under- 
taking be judged. 

From an auditor’s point of view, a few 
remarks leading to the preparation may 
help. 

In speaking of the Annual Report I 
take it that the Printed Balance Sheet 
and Accounts are meant. It must be 
understood that these are based upon 
the Private Balance Sheet and Final 
Accounts which in themselves show 
much more detail than the published 
version. 

A copy of the Private Balance Sheet 
shall be supplied to the Auditor who 
shall sign together with certain direc- 
tors and manager, and this shall be 
lodged with the Registrar-General 
within 21 days after the first general 
meeting of the company following the 
preparation of such balance sheet. 

In order that I as auditor may com- 
plete my work on the balance sheet as 
quickly as possible, I suggest that the 
Secretary or some officer of the com- 
pany meet with me and arrange for 
schedules to be prepared such as 
Debtors and Creditors Lists to agree 
with Control accounts, despatching re- 
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quests to the Banks for Certificates of 
balances to be forwarded direct to the 
Auditors. 

Certificates for various advances of 
cash made by the company to employees 
etc. to be obtained. This will facilitate 
a more expedious finality of the Annual 
Report. 
10.—Good. How often will we see you? 

This of course, rests entirely with the 
volume of work to be performed, but 
in any case as you may be listed on the 
Stock Exchange, it is imperative that 
the visits must not be more than three 
months apart. Should, however, the 
volume of scrip transfers be great, 
frequent visits would be necessary. The 
Act provides in Section 68 (1) “Every 
company within two months after the 
date on which a transfer of any shares 
etc. is lodged with the Company, must 
complete and have ready for delivery 
the certificate unless the conditions of 
issue otherwise provide.” 

I would therefore suggest that in 
regard to scrip, if the directors meet 
frequently, the audit of transfers 
be completed just prior to such meet- 
ing. In the case of the financial books 
a visit of, say, once a month at least, 
as this not only keeps the current work 
up-to-date but has the effect of keep- 
ing the staff “upon their toes” and 
prevents the records from becoming 
unduly in arrears. 

An occasional surprise visit to check 
the various cash funds held by members 
of your staff, and a call on pay-day at 
irregular times to supervise the pay- 
ment of wages and salaries could be of 
advantage in verifying these particular 
items. 

Of course, if the internal audit or 
check is reliable, much of the detail 
work of the external auditor could be 
reduced, and therefore shorten the time 
occupied at each visit. This would 
narrow down the amount charged for 
fees. However, no matter how much 
or little is charged by the auditor it does 
not relieve him of his responsibilities as 
auditor. His duty is to examine the 
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BOOK REVIEWS 


Cost and Prices: S. R. Brown, L.L.B., 
F.C.A. (Aust.), The Law Book Co., 
Aust. Pty. Ltd. Price 30/-. Pp. 280. 


UBLICATION of this book is timely. 

It directs attention to the methods 

of cost analysis and the study of the 
behaviour of costs in relation to 
volume-movements, batch-sizes, etc. In 
these competitive days, management’s 
attention is being directed to the aspects 
of cost analysis dealt with in this book. 


A better understanding of cost be- 
haviour and cost concepts will make 
for a more efficient operation of a 
business, and the book sets out the 
various methods of approach through 
costing budgets, etc., to attain more 
efficiency. 

At the outset the author rightly states 
that there are different costs for differ- 
ent purposes and the major purpose of 
cost accounting is to control and mea- 
sure costs and the efficiency of the ope- 
ration of the business. The furnishing 
of cost data for pricing purposes is 
mentioned as a subsidiary function of 
cost accounting. While it is true that 
there is little cost-plus pricing, it is as 
well to remember that it is difficult to 
separate product costing from compila- 
tion of the cost data required for ob- 
taining overall efficiency in the opera- 
tion of the business unit. It is remark- 
able the number of times that a policy 
of concentrating effort on the profitable 
lines—often comprising only one third 


of the firm’s range of product—has 
resulted in changing a loss to a profit. 


In the chapter on differential cost, 
the author endeavours to resolve the 
confusion over the meaning of marginal 
and differential costs. He claims that 
they are distinct and separate terms 
and not interchangeable. Differential 
cost is accepted as having a wider mean- 
ing than merely being related to an in- 
crease in production and applies to any 
change made or contemplated, relating 
to any aspect of operation or invest- 
ments and it may relate to something 
added or taken away. Marginal cost is 
referred to as the amount which is 
added to costs by producing one extra 
unit of products or service. 


The book deals with a wide range of 
subjects. Apart from discussing the 
pricing angle, differential cost, and the 
influence of volume changes on costs, 
such subjects as the cost economies 
that result from proper plant location 
and layout, inventory and labour con- 
trol, time-motion studies, rate setting 
and wage plans receive attention. Brief 
explanations are given of the Halsey 
Barth and other premium systems. 
These need little discussion in Australia, 
as any systems other than those that 
provide for the straight piece-work 
rate or bonus payment have lost favour 
in these days. 


A short chapter is devoted to product 
cost—perhaps a little too short, but 
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books and accounts with diligence and 
state as much to the shareholders in 
his report. Should he not receive all 
the explanations and information re- 
quired by him in the execution of his 
duties he must state this fact to the 
shareholders so that he may be relieved 
of any personal liability to himself. 
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Section 133 (4). “The Auditors of a 
company shall be entitled to attend any 
general meeting of the company at 
which any accounts which have been 
examined or reported on by them are to 
be laid before the company and to make 
any statement or explanation they de- 
sire with respect to the accounts.” 
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BOOK REVIEWS — Continued 


sixty pages are allotted to budgetary 
procedures and forms. 

There is little in the book about the 
incidence of distribution and selling 
expenses on prices. These costs are 
important in many businesses and fre- 
quently offer the greatest opportunities 
for savings and price _ reductions. 
Methods of selling, sales territories 
selected, size of unit of sale are a few 
of the factors that can affect costs and 
prices. Too frequently marketing costs 
are ignored when discussing cost ac- 
counting and cost control, which gives 
the impression that cost analysis and 
control applies only to factory opera- 
tions. 

It is hoped that the text will be widely 
read. It will broaden the outlook of its 
readers and it will be of great value 
to the present and coming accountants 
and to business managers generally. 

A.H.B. 


Studies in Management Technique: 
G. W. Briggs; Gee & Co. (Publishers) 
Ltd., London, 1953; Pp. 203; Price 
£1/15/6; our copy from The Law 
Book Co. of Australasia Pty. Ltd. 


HIS book is one which, like so many 
English publications, attempts to 
cover a very wide scope in a small com- 
pass. This treatment is of value to 
readers who are being introduced to 
the study of management insofar as it 
allows them to see the whole picture 
and not merely any of the specialised 
functions, a study of which has a ten- 
dency to distort and overemphasise a 
particular function at the expense of 
the others. 

To this extent the book may prove 
stimulating. On the other hand it may 
be disappointing to many readers who 
desire more detail as to how to apply 
the principles stated to their own 
problems. 

The general pattern of the book fol- 
lows very closely the stages suggested 
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by the British Institute of Management 
for the National Certificate in Manage- 
ment studies. 


One weak section is that on the 
principles of organisation structure. 
This is particularly so in the naming 
of the so called “systems of organisa- 
tion,” namely—“The military system, 
the functional system, the line and staff 
system and the committee system.” We 
will not enter into any pedantic dis- 
cussion as to whether any such attempt 
at classification of “types” or organisa- 
tion (as most writers refer to) is 
worth while, but our criticism is that 
no clear definitions are given. The use 
of the term “military” without any 
qualification as to its origin and the 
fact that the services now use line and 
staff organisation as well, if not better, 
than most businesses, is very mislead- 
ing. 

On the credit side of the picture the 
last chapter on “Documentation and 
Presentation” is one which many 
writers do not attempt to cover and is 
very welcome, if only for that reason. 
Here again some illustrative material 
would add considerably to the helpful- 
ness of the chapter. 


Another interesting section is Part 4, 
in which the chapters on Fact Finding 
and Interpretation, Forecasting and 
Planning, Organising, Directing, Co- 
ordinating and Controlling, show how 
the writings of leaders in management 
theory, like Fayol and Urwick, have 
influenced the thinking of the author. 


Summing up, the book is of value in 
a library where it would be accessible 
to staff who wish to obtain a broad 
picture of what management must do. 
If, as a result of reading the book, 
thought was stimulated, it would be 
necessary to have available suitable 
“follow up” material to illustrate in 
detail the aspects covered in this 
volume. 

W. J. A. SMITH. 
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NEWS AND NOTES 


VICTORIAN DIVISION 
Luncheon Meeting 

Air Marshal Sir George Jones, K.B.E., C.B., 
C.B.E., D.F.C., Director of Co-ordination, Com- 
monwealth Aircraft Corporation Pty. Ltd., 
addressed members of the Division at the 
September luncheon meeting. He spoke on the 
subject “The Sabre Jet Fighter.” During his 
address Sir George outlined the development 
of the aircraft industry in Australia and re- 
ferred particularly to the recent production of 
jet propelled craft. Members were very in- 
terested at the conclusion of his address when 
Sir George described the reason for the two 
explosions heard by observers on the ground 
when an aircraft breaks through the sound 
barrier. The State President, Mr. L. H. Dillon, 
moved a vote of thanks to Sir George at the 
conclusion of his address, which was carried 
with hearty acclamation by the meeting. 


Survey of the Accountancy Profession 

The Appointment Board of the University 
of Melbourne has published its survey of the 
accountancy profession, which was made dur- 
ing 1952. Copies of the report have been sup- 
plied to the Society for the information of 
members who may be interested, and can be 
obtained on application to the State Registrar. 

Golf Day 

In response to many requests received from 
members, the Divisional Council has decided 
that a Golf Day will be held this year. Ar- 
rangements have been made for the function 
to be held at Huntingdale Golf Club on Wed- 
nesday, 18th November, 1953. Members who 
wish to participate in this function and who 
have not yet informed the State Registrar are 
asked to do so immediately. 

Christmas Luncheon Meeting 

The Divisional Council is anxious to conduct 
a successful Christmas luncheon, and accom- 
modation has been reseved at the lower 
Melbourne Town Hall for Tuesday, 8th Decem- 
ber. To provide an opportunity for members 
to meet socially and to exchange seasonal 
greetings, it has been decided that sherry will 
be served from 12.30 p.m. on this occasion. 
Members are requested to make a note of the 


date now. 
Latrobe Valley Branch 

A dinner to mark the foundation of the 
Latrobe Valley Branch of the Society took 
Place at Fairfield House, Yallourn, on Wed- 
nesday, 9th September, 1953. There was a 
attendance of members, and many senior 
officers of the State Electricity Commission, 
Australian Paper Manufacturers Ltd., Gas and 
1 Corporation, and leading educationalists 
representative citizens were present as 


The toast of the Australian Society of Ac- 
countants was proposed in eloquent and prac- 
tical terms by Mr. J. F. Breen, Assistant Gen- 
eral Superintendent of the State Electricity 
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Commission. Mr. G. E. Fitzgerald, General 
Vice-President, and Mr. J. R. Barber, State 
Vice-President, responded. Mr. J. L. Brett, 
Vice-Chairman of the Branch, proposed the 
toast “Our Guests,” to which Mr. R. S. Lee, 
Acting Resident District Manager; Australian 
Paper Manufacturers Ltd., responded in happy 
vein. 

Messrs. C. R. B. James and J. Wallace Ross, 
members of the Victorian Divisional Council, 
were present in their official capacities. 

The Branch has arranged an excellent pro- 
gramme of activities. A Discussion Group, 
which includes several keenly interested non- 
members of the Society — engineers and other 
officers of the State Electricity Commission, 
Australian Paper Manufacturers Ltd., and the 
Gas and Fuel Corporation — holds regular 
meetings, at which most valuable and inter- 
esting discussions have already taken place. 

The Branch Council consists of Messrs. W. 
R. Whitehead, Chairman; J. L. Brett, Vice- 
Chairman; J. C. Bush and H. J. Burn, Coun- 
cillors, and N. Hustwaite, Secretary. Under 
their leadership, and with the Moe-Morwell- 
Yallourn-Traralgon area of rapid industrial 
expansion as the field, the Branch has been 
established under most auspicious circum- 
stances. 


NEW SOUTH WALES DIVISION 
Members’ Luncheon 

Three hundred members and guests at- 
tended the Members’ Luncheon at the Troca- 
dero on Wednesday, 16th September. The 
guest speaker was Mr. T. M. Fitzgerald, B.Ec., 
Financial Editor, Sydney Morning Herald, who 
spoke on “Some Aspects of the Budget.” 

Mr. Fitzgerald said that the recent budget 
was the most eagerly awaited budget for many 
years. It is neither inflationary nor defla- 
tionary. It is a balanced budget, and the 
amount of money that will be taken from the 
public in taxation is equal to the amount of 
money that will be put back into circulation 
by expenditure. However, the speaker warned 
that the effects of the budget are going to be 
submerged to a large extent by a number of 
developments that affect Australia’s economy. 
Mr. Fitzgerald touched on some of these de- 
velopments as they affect the budget, and then 
dwelt at some length on several items of ex- 
penditure which might readily be cut by the 
Government or for which a different method 
of finance could be adopted. 

A vote of thanks to the speaker was moved 
by the Australian Vice-President, Mr. O. H. 
Paton, which was carried enthusiastically by 
acclamation. 

Broken Hill Branch 

The Divisional Council has appointed the 

following members as the members of the first 


* Branch Council at Broken Hill: Messrs. A. N. 


Bennetts, W. L. Burke, C. G. Davison, R. G. 
Doherty, A. D. Hoskins, R. H. Nankivell, J. 
Nicholson and W. H. Pavior. 
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At the first meeting of the Branch Council, 
held on 18th August, 1953, the following office- 
bearers were elected: Branch Chairman, Mr. 
C. G. Davison; Branch Deputy Chairman, Mr. 
A. N. Bennetts; Branch Secretary, Mr. J. F 
Field. 

The address of the office of the Branch 
Secretary is c/o Messrs. H. C. L. Cotton & Co., 
215 Argent Street, Broken Hill. 


Wollongong Branch 
Office-Bearers 
The following Office-Bearers were ap- 
pointed at the first meeting of the Branch 
Council: Branch Chairman, Mr. D. R. Rickard; 
Branch Deputy Chairman, Mr. M. W. Allen; 
Branch Secretary, Mr. R. G. Gole. 
The Branch office is situated at 74 Crown 
Street, Wollongong. 


Inaugural Dinner 

To mark suitably the occasion of the for- 
mation of the Branch, an Inaugural Dinner 
was held at the Grand Hotel, Wollongong, on 
Friday, 21st August, at 6.30 p.m. Forty-five 
members and guests were present. The guests 
included Messrs. A. A. Parish, General Man- 
ager, Australian Iron and Steel Ltd.; G. S. 
Wardell, Manager, Lysaght’s Works Pty. Ltd.; 
K. J. Kirkpatrick, Manager, Metal Manufac- 
turers Ltd.; T. W. Tobe, Manager, Australian 
Fertilizers Ltd.; C. A. W. Devitt, Principal, 
Wollongong Technical College, and E. A. Wil- 
liams, representing the Wollongong Traders’ 
Association. 

The Branch Chairman, Mr. D. R. Rickard, 
proposed the toast to the Guests, and Mr. C. 
A. W. Devitt responded. The toast to the 
Society was proposed by Mr. A. A. Parish, and 
the State President, Mr. Henson, responded. 
The toast “Commerce and Industry” was pro- 
posed by the General President, Mr. C. R. 
Hicking, and Mr. R. J. Kirkpatrick responded. 


Canberra Branch 
Members’ Lecture 
On Friday, 14th August, at 5.15 p.m., Mr. 
S. N. Angel, Senior Organisation Officer of the 
United Kingdom Revenue Department, deliv- 
ered an address to members of the Branch at 
the Hotel Wellington. Following the address 
there was an informal discussion, and a light 
buffet tea was served. 


Students’ Meeting 
On Thursday, 10th September, a meeting of 
students was held in the Public Lecture 
Theatre of the Canberra University College. 
The Branch Chairman, Mr. H. E. Bishop, pre- 
sided. The State Registrar discussed a num- 
ber of matters and answered several ques- 


tions regarding the examination syllabus and * 


regulations. The meeting resolved to ask the 
Branch Council to arrange for the formation 
of a Students’ Society in Canberra. 
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Personal 
Mr. W. C. J. Hill, F.A.S.A., of Turramurra, 
N.S.W., has been appointed Chief Accountant 
to Behr-Manning (Aust.) Pty. Ltd., Nyrang 
Street, Lidcombe, N.S.W. 


QUEENSLAND DIVISION 


Arthur Capper Moore Memorial Lecture 


The Divisional Council is pleased to an- 
nounce that the Arthur Capper Moore 


Memorial Lecture, founded by the Federal 
Institute, is being continued by the Society, 
and for 1953 it will be delivered in Brisbane. 


The Society has been fortunate in securing 
Professor Mary E. Murphy, Ph.D. (London), 
C.P.A., the Fulbright Lecturer for 1953, to de- 
— lecture prior to her return to the 


Professor Murphy is making a special return 
visit to Brisbane to deliver the lecture on 
October 18, and her subject will be “Account- 
ing and Managerial Problems in the Aus- 
tralian Economy.” The lecture will be held 
at “Riverside,” Oxlade Drive, New Farm, at 
8 p.m. 

Educational Group 


The Group has just concluded a most suc- 
cessful study course on the subject “Handling 
the Income Tax Problems of Business.” The 
course was designed as a refresher course for 
accountants specialising in taxation work and 
to assist the accountant in industry whose ac- 
counts and information are required to en- 
able the tax adviser to handle the income tax 
return. 

The course was conducted under the direc- 
tion of Mr. G. C. Townson, A.A.S.A., and was 
held on three Tuesday nights, 25th August, Ist 
September, and 8th September. On each night 
a different aspect of the problem was con- 
sidered, following a paper read by Mr. Town- 
son covering the particular aspect dealt with 
on the night. This was followed by a general 
discussion on the points raised, and questions 
were answered by Mr. Townson. 


The course proved most popular, the aver- 
age attendance on each night being 96, and 
the opinion was expressed that the text and 
the manner in which the course was conducted 
had proved most beneficial to all those who 
had participated. 

The next activity of the Group will be 
study course of four lectures and discussions 
to deal with “The Problems of an Expandin 
Business.” This course has been design 
for accountants engaged in professional, indus- 
trial or commercial undertakings to assist 
them in the problems with which they are 
confronted in an expanding business. 


The paper to be discussed each night will be 
delivered by a different member, each an ¢xX- 
pert in his own field, and will cover Personnel 
Problems, Sales and Production Aspects, Ac- 
counting and Costing Problems, and the 
Problem of obtaining the necessary finance. 
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This course will be held on Tuesday nights, 
2th October, 3rd November, 10th November, 
and Wednesday, 18th November. 

Members and students enrolled with the 
Educational Group will receive further details 
direct at an early date. 


Personal 
Mr. M. J. O’Driscoll, A.A.S.A., notifies that 
he commenced practice as a Public Accoun- 
tant on 7th September, 1953, at Norman 
Street, Gordonvale, North Queensland. 


SOUTH AUSTRALIAN DIVISION 


Visit of Professor Mary Murphy 

The Vice-Chancellor of the University of 
Adelaide, Mr. A. P. Rowe, presided at the first 
Annual Research Lecture of the Society in the 
University, which was delivered by Professor 
Mary Murphy at the Teachers’ Training Col- 
lege Assembly Hall on Tuesday, 15th Sep- 
tember. The lecture, “Dilemmas and Chal- 
lenges in Modern Accounting,” was attended 
by more than 350 members and students of 
the Society, and was very well received. Prior 
to the lecture, members of the Divisional 
Council of the Society tendered a dinner to 
Professor Murphy, to which representatives 
of the University of Adelaide and kindred as- 
sociations were invited to welcome her to 
Adelaide. 

During her visit Professor Murphy delivered 

lectures in the University of Adelaide, in addi- 
tio to lectures and discussion groups ar- 
ranged for members of the Society. 
_ Members will be interested to know that it 
is the intention of General Council to publish 
in book form a selection of the addresses given 
in all States by Professor Murphy. 


Resignation 

Mr. E. L. Cockrell, who had been on leave 
of absence as a member of the South Austra- 
lian Divisional Council for six months, re- 
cently tendered his resignation as a member 
of that Council. It was decided to place on 
record the appreciation of the services ren- 
dered by Mr. Cockrell to the former Com- 
monwealth Institute of Accountants. 


Personal 
Mr. G. R. Clarke, A.A.S.A., Secretary of the 
Adelaide Chemical and Fertilizer Co. Ltd., has 
now also been appointed Manager. 
Mr. C. L. Hargrave, A.A.S.A., a member of 
the South Australian Divisional Council, has 
4 appointed Secretary of Chas. Birks & Co. 


Mr. W. R. Nicholls, A.A.S.A., has notified 
the Society that he has commenced practice as 
& Public Accountant at Tattersall’s Chambers, 
14 Grenfell Street, Adelaide. 


Obituary 
ave record with regret the death of Briga- 
der Murray John Moten, Manager of the Sav- 
Ings Bank of South Australia and one of this 
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State’s most outstanding soldiers. Brigadier 
Moten was an Associate of the Australian So- 
ciety of Accountants and, prior to the amal- 
gamation, had been a member of the former 
Federal Institute for many years. 

Brigadier Moten was Honorary Colonel of 
the 27th Battalion, and saw service in the 
Western Desert and Syria, and later com- 
manded the 6th Australian Division in New 
Guinea in 1945. His Orders and Decorations 
included the C.B.E. and D.S.O. and Bar. Bri- 
gadier Moten commanded the Australian Army 
a in the Victory March in London in 


TASMANIAN DIVISION 


Lectures by Professor Mary E. Murphy 

Members of the Divisional Council of the 
Society and representatives of the University 
of Tasmania welcomed Dr. Mary E. Murphy, 
C.P.A., Ph.D. (London), on her arrival at 
Hobart on 8th August. 

During her stay in Hobart, Dr. Murphy de- 
livered four lectures and addressed two dis- 
cussion groups. The titles of the lectures 
were :— 

“Accounting as a Social 

Economy,” 
“The Role of the Accountant in the British 
Nationalisation Programme.” 

“Government and Accountancy.” 

“Research in Accountancy.” 

The titles of the addresses given to the dis- 
cussion groups were “Accounting in the Uni- 
versity Curriculum” and “Debatable Issues in 
Modern Accounting.” All sessions were well 
attended, particularly the lecture on “Research 
in Accountancy.” 

Launceston Branch 

On 22nd July the first function of Northern 
Branch members, in the form of a Dinner, was 
held at the Brisbane Hotel, Launceston. Fol- 
lowing dinner, the large gathering was ad- 
dressed by Mr. D. T. Oldham, P.M., on the 
subject “The History of the Law of the Land 
and Its Effect on Trade, Commerce and Indus- 
try,” with particular reference to its influence 
on the accountancy profession. Mr. J. Bent- 
ley, Northern Branch Chairman, presided, and 
guests included Mr. H. H. Cummins, Jnr. 
(Divisional President), Mr. A. H. Braby (Divi- 
sional Councillor), and the State Registrar 
(Mr. J. E. Braithwaite). 


AUSTRALIAN ACCOUNTANTS 
STUDENTS’ SOCIETY 
VICTORIAN DIVISION 
September Meetings 

The Council was again pleased to note the 
particularly good attendances at both of the 
meetings held on Monday, 7th September. Mr. 
J. C. Tynan, B.A., B.Com., A.A.S.A., spoke on 
the subject of “Partnership Accounts,” and 
Mr. R. W. Robertson, B.Com., A.A.S.A., on 
*Executorship Accounts.” The Council wishes 
to express its appreciation to both these lec- 
turers for the time and trouble taken in pre- 
paring the subject matter for presentation at 
these meetings. 


Foree in the 
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Both subjects apparently cause students a 
great deal of difficulty; but, as a result of 
these lectures, it is felt that some of these 
difficulties will have been removed. 


November Meetings 

The discussion on October Intermediate Ac- 
counting papers for both Syllabuses C and F 
will be held on Monday, 16th November, and 
that on the Advanced Accounting papers on 
Wednesday, 18th November. On both even- 
ings the discussion on Syllabus C papers will 
commence at 6.30 p.m., and on Syllabus F 
papers at 8 p.m., and will be conducted by Mr. 
A. E. Speck. 


TASMANIAN DIVISION 


The Australian Accountants’ Students So- 
ciety, Tasmanian Division, was formed at a 
well-attended meeting at the Hydro-Electric 
Commission’s Theatrette, Hobart, on Monday, 
27th July, when the first committee was elec- 
ted. Officers of the Society are: Messrs. E. J. 
Cobbin (President), J. C. Easther (Hon. Trea- 
surer), Miss E. Macmichael, F.A.S.A. (Hon. 
Secretary), Messrs. R. G. Tallboys, B. Jacob- 
son, J. A. Hudson and F. W. Mainwaring 
(Committee), and Mr. A. H. Braby, A.A.S.A. 
(Div. Council Representative). 

The first meeting of members was held at 
Highfield Hotel, Hobart, on ist September, 
when Mr. B. M. Wicks, LL.B., a practising 
solicitor, gave an address on “Some Aspects of 
Contracts.” The address was most interest- 
ing and covered simple and complicated con- 
tracts. Supper was provided after the meet- 
ing. 

The Committee has plans for a series of 
lectures to the end of 1954, and all members 
will be kept fully informed of meeting dates. 
It is hoped in the near future to arrange a 
mock Company Meeting for participation by 
both students and members of the Society. 

Correspondence with the Society should be 
addressed to the Hon. Secretary, G.P.O. Box 
774-H, Hobart. 


THE AUSTRALIAN INSTITUTE 
OF COST ACCOUNTANTS 
VICTORIAN DIVISION 

Budgetary Control — Discussion Group 

An interesting series of discussion nights 
has been arranged to consider certain phases 
of budgetary control. The meetings will ex- 
tend over six nights between September and 

October, as follows: 

Thursday, 17th September: Budget Planning. 
and Initial Problems. Group Leader: Mr. 
E. H. Niemann, of W. Kirkhope & Co. 

Wednesday, 23rd ee: Sales . sm 
Group Leader: . W. A. Reid, of H. J. 
Heinz Co. Pty. Ltd. 

Thursday, 1st October: Budgeting for Produc- 
tion. Group Leader: Mr. W. A. Faul, of 
Radio Corporation Pty. Ltd. 
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Thursday, 8th October: Expense Budgeting, 
Group Leader: Mr. R. L. Rowe, of Tom 
Piper Ltd. 


Thursday, 15th October: Financial Budgets, 
Group Leader: Mr. L. Watson, of Olympic 
Tyre and Rubber Co. Ltd. 


Thursday, 22nd October: Final Night for 
Specific Problems and to Correlate Findings, 
Group Leader: Mr. R. O. Thiele, of Dayles- 
ford Centenary Woollen and Worsted Mills 
Pty. Ltd. 


Just as this edition goes to press the first 
of the meetings has been completed and was 
highly successful. About 18 members have 
enrolled and are expressing keen enthusiasm 
for the subjects arranged. Members who fail 
to derive full benefit from public lectures 
often find the Discussion Group a most profit- 
able form of education. Small groups of this 
nature allow for full debate and opportunity 
to compare experiences, provided that the 
programme has been well planned and is under 
the control of an expert in one phase of the 
subject being discussed. 


Members who have not joined this Group 
are informed that an additional Group will be 
formed in February next on the subject of 
“Labour Standards.” 


Public-Speaking Course 


Since sufficient members have responded, the 
Council has arranged for a commencement of 
the Public-Speaking Course, under the control 
of an experienced tutor, at an early date. In 
placing this item among the activities for the 
year the Council expressed the view that a 
Cost Accountant, as part of his daily work, 
should be competent to deliver a public speech 
in an adequate manner. These classes should 
prove of considerable benefit and each mem- 
ber is required to familiarise himself with the 
technique of public address systems and speech 
recording. A nominal fee is charged, and 
there are still vacancies, if other members are 
interested. 


Film Night 


An interesting film night arranged by the 
Council was held on September 30, 1953, in 
the Radio Theatre, Melbourne Technical Col- 
lege. An excellent selection of films dealing 
with production, public relations and employee 
training, time study, etc., was shown and the 
programme was greatly appreciated by those 
who attended. This medium of education is 
proving most popular with members, and the 
Council found it necessary to secure a larger 
theatre than that used in previous years. 


Personal 


Mr. R. L. Rowe, A.C.A.A., Cost Accountant, 
Tom Piper Ltd., has been appointed Editor 
of the “Cost Bulletin” in succession to Mr. H. 
F. Downes, A.C.A.A., who recently resigned 
because of. pressure of business in connection 
with his University activities. 
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A PLEA FOR A DECIMAL 
CURRENCY. 

OME TIME ago I wrote a note in this 

column advocating the adoption of 
a decimal coinage in Australia, and 
pointing out that the present period of 
severe inflation was the ideal time to 
introduce this much needed reform. 

A friend asked me recently how the 
stupid system of twelve pennies to a 
shilling and twenty shillings to a pound 
came into existence. At the dawn of 
European civilization France and Eng- 
land were peopled by Celts, i.e., the 
Gauls and the Britons. Aided by Roman 
culture these peoples reached a rela- 
tively high degree of organised social 
life. 

Even before the invasion of Britain 
under Claudius there must have been 
a close organisation; otherwise the 
ancient Britons could not have put up 
such a spectacular fight against the 
Romans. 

This organisation depended largely 
on an elected man in every family, and 
every ten families chose one of their 
delegates to act as tything man, and in 
turn, ten of these attended meetings 
of the Hundred at which a reeve pre- 
sided (The Guardians of the Queen’s 
Pence—Howard). 

So also, the Celts of France and Eng- 
land had a habit of reckoning in units 
of twenty and traces of this habit per- 
sist to this day. It has always been 
customary in France to say “six- 
vingts” for 120 and “quatre-vingts” 
for 80 (A bird’s-eye view of French 
History—Sedillot). The French livre 
contained 20 sous. And in England, we 
still have our beloved “score.” 
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The Bible teems in references to 
threescore, fourscoure and _ sixscore; 
“The days of our years are threescore 
years and ten; and if by reason of 
strength they be fourscore years, yet 
is their strength labour and sorrow; 
for it is soon cut off, and we fly away” 
(Psalm 90:10), “And Hiram sent to the 
King sixscore talents of gold” (1 Kings 
9:14). 

After the Celt came the Barbarian, 
and in this term I include the Angles, 
Saxons, Jutes, Danes, Norsemen, 
Swedes, Ostrogoths, Visigoths, Vandals 
and all the other barbaric Germanic 
hordes that polluted the fair lands of 
France and England. 

These Barbarians thought in dozens, 
and so we had in France the livre con- 
sisting of 20 Celtic sous and the sou 
consisting of 12 Barbarian deniers, or 
240 deniers to the livre. 

It was not until the Revolution of 
1789 that France adopted a decimal 
coinage. It was then that the old livre 
of Tours, with its duodecimal divisions, 
was repudiated and the franc (with its 
100 centimes) was adopted. 

But in spite of the Revolution, France 
still sells her eggs by the dozen. In 
England, Australia, South Africa and 
New Zealand we still persist with our 
Barbarian 12 pennies to the shilling and 
our Celtic 20 shillings to the &. 

I am of the firm belief that if Aus- 
tralia adopted a decimal system, New 
Zealand and South Africa will quickly 
follow. In fact, I expect South Africa 
would lead the way. But what of Eng- 
land? Judging by past history I should 
say it will follow in about 100 years’ 
time. 
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For example, France, Spain, Italy and 
Portugal adopted the present Gregorian 
Calendar in place of the Julian Calen- 
dar in the year 1582. The discrepancy 
was then ten days. Prussia, the German 
Catholic States, Switzerland, Holland 
and Flanders adopted it in the next 
year, 1583. 

Great Britain and her Dominions 
(including the “North American 
Colonies’) did not make the change 
until 1752 by which time 11 days had 
to be omitted, i.e., September 3 being 
reckoned as September 14. Even then 
there was nearly a revolution; the 
Barbarians moaned: “Give us back our 
eleven days.” 

It is not that there are no Blythe 
Spirits in England. The country abounds 
in them, but the Barbarians are still 
too strong. For example, Easter Day 
is the first Sunday after the full moon 
which happens upon, or next after, 
the 21st day of March. 

This looks like an easy sum. If the 
full moon happened upon Saturday, 
March 21, Easter Day would be the 
next day, March 22. If the full moon 
happened upon Sunday, March 22, 
Easter Day would fall on March 29. The 
commencing date of March 22 is there- 
fore undisputed. 

In one’s ignorance one would have 
thought that the closing day of the 
period could also be easily calculated. 
Thus, if full moon happened upon Sat- 
urday, March 20, the next full moon 
would be four weeks after, i.e., on 
Saturday, April 17, so that Easter Day 
would fall on Sunday, April 18. 

But that is not true. The “moon” re- 
ferred to is not the real or Pascal moon 


of the heavens but a hypothetical or’ 
ecclesiastical moon which depends on | 
certain tables which appear in the ™ 
early pages of the Book of Common” 
Prayer. j 

I do not pretend to understand these ~ 
things, but accept the fact that Easter ™ 
Day may fall on one of 35 days (March” 
22-April 25). Now, on June 15, 19289 
the Blythe Spirits got the House of7 


. Commons to agree to a motion for the” 


third reading of a Bill that Easter Day) 
shall, in the Calendar year next but one) 
after the commencement of the Act and” 
in all subsequent years, be the first) 
Sunday after the second Saturday if 
April. ¥ 
Easter would then fall between Apri 1 
9 and 15, both inclusive. So far so good. 
but at this point the Barbarians stepa) 
ped in and the Bill was made to provide” 
that before it shall come into operation” 
regard shall be had to any opinion 
pressed officially by the various Chris” 
tian Churches. The Blythe Spirits are) 
still fighting for the sensible reform) 
but there is little hope of victory for 3 
the Fixed Easter. 3 
If there is little hope for a refo 7 
that affects the ecclestiastical and holi= 
day sensibilities, what chance is there 
of a reform which affects the far mor@) 
delicate hip-pocket nerve? 7. 


TRY THIS ON YOUR WIFE! 


On the authority of a candidate a 
one of the Society’s examinations, “the” 
rise in prices which would naturally) 
result from war-time expansion of 
credit is delayed by the use of idle 
sources such as pensioners and house#) 
wives.” . 
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